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VotumE X 


SOME PRELIMINARY OBSERVATIONS ON PRICE CONTROL 


B. U. RATCHFORD 
Duke University 


This is an attempt to present subjectively some observations on the organiza- 
tion and functioning of the Office of Price Administration in the United States. 
The viewpoint is that of a District Price Officer, a position which the writer filled 
for approximately ten months, ending in July, 1943. Since district offices are 
concerned almost exclusively with price regulations applying to the wholesale and 
retail trade, these comments will apply primarily to those regulations and the 
machinery for their administration. These comments are offered in the hope 
that they may contribute to a clearer understanding of the problems of price 
control and, possibly, lead to the correction of some of the mistakes of the past. 


I 


Perhaps it may be well, as an introduction, to point out some mileposts of 
price control up to the middle of 1943. The Emergency Price Control Act 
became law in late January, 1942. Before that time the OPA had gone through 
several stages of evolution, but in all of them it had been able to exercise only 
‘Jawbone’ or voluntary control since there was no specific law giving it power to 
enforce its price schedules. Nearly all of those schedules prescribed prices at the 
manufacturing or producing level and did not affect the wholesaler or retailer 
directly. Since those schedules affected only a relatively few producers who 
were intelligent and skilled in their specia! techniques, they were usually compli- 
cated in form and technica! in language—but nonetheless readily understandable 
to the specialized producers to whom they applied. 

The Price Control Act contained two glaring defects. The first was that the 
prices of farm products could not be set below any one of four levels prescribed, 
the most important one being 110 per cent of parity. For several reasons,? this 


1 Under the eight Regional Offices, there are 106 district offices of the OPA in Continental 
United States. In some instances these district offices serve a whole state while in others 
only a part of a state. For example, South Carolina and Mississippi each have only one 
district office while Tennessee and Virginia have three each. The Raleigh (N.C.) District 
Office, in which the writer was located, served, roughly, the eastern half of North Carolina 
with a population of approximately 1,800,000. In a district office the price officer has 
immediate charge of all price activities. 

2 For an explanation, see: Don D. Humphrey, “‘Price Control in Outline’’, The American 
Economic Review, XXXII Jan., 1943, pp. 754-755. 
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prevented any effective control of farm prices. The second defect of the Act 
was that it conveyed no power to control wage rates. 

Up until April, 1942 the OPA followed a policy of selective price control, 
fixing prices of numerous commodities at the producing level and hoping that 
that would be sufficient. In the spring of 1942, however, as incomes rose and 
as producing facilities were devoted more and more to war production, wholesale 
and retail prices began to get out of hand. Reluctantly, it was decided that 
controls would have to be applied at those levels. On April 28, 1943 the General 
Maximum Price Regulation was issued, “freezing” the prices—at all levels— 
of nearly everything except farm prices and wages at the highest levels reached 
in March, 1942. It was to be effective for wholesalers on May 11 and for re- 
tailerson May 18. Retailers were required to file their “ceiling”’ prices for a long 
list of cost of living commodities with their local War Price and Rationing Boards 
by July 1, and both retailers and wholesalers were required to keep on file a list 
of their maximum prices for all commodities. 

This “freeze”? had numerous defects. Many commodities were not sold in 
March and hence had no ceilings under GMPR. In other cases costs were rising 
so rapidly that adjustments had to be made. The OPA immediately began to 
formulate and issue special regulations covering certain commodities or groups 
of commodities. These regulations removed the affected commodities from the 
control of GMPR and were designed to provide a better “‘fit”’ for the conditions 
under which those commodities were produced and sold. In some instances 
these regulations applied only to the producing level; in others, only to the 
wholesale and retail levels; and in a few, to all levels. 

Several different techniques or methods were used in these regulations to 
prescribe wholesale and retail prices. In a few cases, dollar-and-cents prices 
were fixed. Silk and nylon hose are outstanding examples of this method. In 
other cases, wholesalers and retailers were permitted to add to their old ceilings 
the exact amounts by which the cost of the commodities were increased to them. 
Processors were required to certify those amounts to jobbers who in turn passed 
them on to retailers. Canned fruits were an outstanding example of this method. 
In still other cases sellers were required to apply to their costs the same percentage 
markup as they had used on the particular commodity in the past year. Ina 
few cases it was the same dollar-and-cent markup instead of the same percentage 
markup. Finally, after considerable delay, the method of using a fixed, pre- 
scribed percentage markup on cost came to be used and is now applied to a 
majority of all food items. , 

At the same time that the GMPR was issued the President announced his 
seven-point program calling for heavier taxes, reduced spending, a sound borrow- 
ing program, an effective rationing program, and the stabilization of wages and 
farm prices. None of those points was realized during the summer of 1942. 
The rapid rise of wages and farm prices threatened to disrupt the whole price- 
control program. Congress refused to heed the most urgent warnings. Finally, 
on Labor Day, the President, in a speech to the nation, threatened to take 
executive action unless Congress acted by October 1. On October 2 an amend- 
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ment to the Price Control Act became law, permitting the control of wages and 
allowing the prices of farm commodities to be set at 100 per cent of parity. 
Immediately after this the War Labor Board was set up* and entrusted with the 
control of wages, and the OPA issued a regulation freezing the prices of several 
important farm products. Much damage had already been done, however, for 
rising wages and farm prices had created many strains which had to be relieved 
by upward adjustments of prices later. These, in turn, produced still other 
strains. Also, some farm products which had not yet attained parity had to be 
permitted to rise still further. 

During the winter the process of writing and issuing special regulations con- 
tinued. Margin control of foods at the retail level was extended and many of 
the farm commodities first brought under control in October, such as eggs, 
poultry, butter, cheese and corn meal, were made the subject of special regula- 
tions. Most of the special regulations gave “relief’’ to producers, processors, or 
sellers; and that relief nearly always meant higher prices. So prices crept 
steadily upward; from September through March the increase in wholesale 
prices was approximately one half of one per cent per month, and food prices 
jumped almost 2 per cent per month. Leon Henderson was sacrificed upon 
the altar of Congress and was replaced by Prentiss Brown and his policy of 
appeasement. Consumers were confused by the frequent changes in ceiling 
prices and by the fact that the ceilings were different in every store. 

Spring came and with it John Lewis’ perennial threat to take his miners out 
on strike. One of the strongest points with which he supported his demand for 
higher wages was the fact that food prices had not been held down. For the 
first time the Administration was jolted into taking a firm position about prices. 
On April 8 the President issued his famous “hold-the line” order forbidding any 
price increases except in the most urgent cases. Shortly afterward an offensive 
was initiated to ‘roll back” prices to the level of September, 1942, by means of 
subsidies which were to be applied first to butter, coffee, and meats. The sub- 
sidies became the subject of a bitter and prolonged fight in Congress, which 
ultimately ended with the OPA being limited to a sum of $500,000,000 for 
subsidies, which was considered about sufficient to carry through the rollbacks 
on the three commodities named above. 

In the meantime the whole food program, and especially food prices, was sub- 
jected to intense and bitter criticism from all quarters, and especially from 
organized labor. For a long time the OPA had been working on a comprehensive 
food-price program. Because of criticism from the outside, differences of opinion 
within the ranks, and the resignation of several important officials, this program 
was postponed time after time. Finally, one important element of this program 
—that of community or “flat’’ pricing of important food items—was ordered to 
be carried into effect almost overnight. Under this plan the district offices of 


3 The War Labor Board was set up Jan. 12, 1942, and given additional authority over 
wages by Executive Order No. 9250 dated Oct. 3, 1942. On Oct. 3, 1942, the President issued 
an executive order stabilizing wages, and required War Labor Board to approve wage 
increases. 
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OPA were required to compute and publish “flat” or dollar-and-cents prices for 
the more important items and brands of foods for each community. They did 
this by ascertaining the cost of those items to wholesalers and then applying to 
those costs the prescribed markups for wholesalers and retailers. This gave 
consumers the definite information which they desired and required uniform 
prices in each class of retail store. It also simplified the work of the merchant and 
made ceiling prices more enforceable. This work began in May, 1943 and was 
extended to one community after another until by July most district offices had 
covered all important communities. 


II 


This paper is not primarily concerned with the higher strategy of price control 
since policies in that sphere are determined mostly by Congress and the President. 
It is necessary, however, to note certain elements of that strategy because they 
have set the conditions under which OPA has had to operate. 

During most of 1942 the price control program labored under two major 
handicaps. The first was the failure of Congress to adopt an adequate fiscal 
policy. In a period when incomes were rising rapidly and the production of 
civilian goods was declining, a program of heavy taxation should have been en- 
acted promptly to absorb a large portion of the excess purchasing power. But 
Congress took until October—ten months after war was declared—to enact a 
tax law and then failed by a substantial margin to impose the comparatively 
moderate levies which the Administration had requested. The second handicap 
was the refusal of Congress to include in the Price Control Act adequate powers 
to control wages and the prices of farm products. 

Thus it was that Congress entrusted to OPA one of the most difficult tasks 
any legislative body ever gave to an administrative agency and at the same time 
withheld two of the most important elements essential to the successful accom- 
plishment of that task. Truly it could be said that OPA started its work with 
two strikes against it. 

As sidelights to the higher strategy, two other elements should be noted— 
Leon Henderson’s personality and the inherent political position of price control 
in a democracy such as ours. 

Price control is necessarily an unpleasant and unpopular business. The price- 
fixer should have no illusions on this point. It requires a thick skin, a bulldog 
determination and the complete surrender of any ambition to become a popular 
idol. With a surplus of these traits, Mr. Henderson often antagonized people 
unnecessarily. He was bold, aggressive and cocksure; he made no attempt to 
sell his program to a hostile public. Further, “his bark was worse than his bite”’; 
he did not follow through to enforce his price regulations in the same spirit in 
which he talked. 

In his political relationships Mr. Henderson’s program was thoroughly sound 
but he was thoroughly inept in its execution. He very properly refused to build 
up his organization by patronage and in his dealings with members of Congress 
he did not observe the amenities and often did not keep them properly informed 
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of what he was doing. The result was that a hostile Congress was added to the 
other groups opposed to OPA. 

As noted above, price control is unpleasant at best. It will almost surely 
make more enemies than friends, and those enemies will be more aggressive and 
more vociferous than any friend. Organized business will oppose it because it 
restricts freedom of action and curtails profits. Farmers will oppose it because 
they benefit from rising prices. In this country, state and local politicians will 
oppose it because it is executed by a powerful federal agency. When labor is 
strongly organized and manpower is short, organized labor would prefer to take 
its chances with bargaining for higher wages rather than to place its dependence 
on price control. Thus, in this country, organized labor would rather prove 
that price control is a failure than to help make it a success. This leaves only 
the unorganized consumers as possible champions of price control. If price 
control works perfectly they feel no special gratitude since they expected that. 
If it is less than perfect, as it must inevitably be, consumers’ support will be 
largely alienated, and price control will be left without a single friend. 

In this country all of the above conditions have been present. There has 
been no one to stand up and demand that a hostile Congress support the price 
program. We may be sure that our congressmen’s mail is overwhelmingly op- 
posed to OPA because the few who feel that it has benefited them will not write 
to their congressmen about it. On the other hand, those who feel that they have 
been discriminated against will write often and at length. Further, those who 
are basically opposed to price control are the ones who have the most efficient 
and most powerful lobbies in Washington. The net result is that we should not 
expect political support for a firm and adequate price control program. 


III 


In view of the great handicaps under which it has had to work, the OPA has 
done a good job of keeping prices under control. It is true that the cost of living 
has risen by more than 25 per cent and that retail food prices have increased by 
more than 50 per cent since 1939. Considering the late date at which price 
control was put into effect, the inadequate national fiscal policy, and the woefully 
ineffective powers given to OPA, it was a real accomplishment to keep the in- 
creases down to such low figures. 

In terms of the national income, our effort in this war is more than twice as 
great as it was in World WarI. Other things being equal, we should expect the 
inflationary pressure to increase considerably faster than the percentage of na- 
tional income devoted to the war effort. Yet price increases in this war have 
been kept well below those of 1914-18. For example, to the middle of 1943 
wholesale prices had increased only about 33 per cent over 1939; at the corre- 
sponding point in the other war the increase had been nearly 90 per cent. The 
same comparison would give an increase of about 50 per cent in the cost of 
living up to the middle of 1918 contrasted with the 25 per cent noted above. It 
is true that these figures are unsatisfactory in many respects; they do not reflect 
illegal prices nor do they show the deterioration of quality and other hidden 
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price increases. For those reasons no attempt is made to give a detailed com- 
parison of price performances in the two periods. But it is probably true that 
the same limitations apply to the data for both periods, even if not to the same 
degree. In any case, the difference is so marked and substantial that it is 
evident that the price increases this time have been considerably less even in the 
face of a much greater inflationary pressure. 

Another test of the efficacy of price control is afforded by the rates of increase 
in the cost of living before and after the imposition of price ceilings at the whole- 
sale and retail levels. In the year before that date the increase was one per cent 
per month. In the year following, in the face of much greater inflationary pres- 
sure, the rate was approximately seven tenths of one percent per month. 

If this line of reasoning is not convincing, anyone who is at all familiar with 
what has been happening in the past two years need only ask himself what the 
present prices of automobile tires, gasoline, sugar, coffee, meat and various other 
similar articles would be if there were no price control. Some indication is given 
by the prices of peaches and watermelons during the past summer; neither of 
those commodities was subject to price control. There can be no doubt that 
price control has exerted a marked influence in keeping prices down despite its 
many handicaps and its numerous defects. 


IV 


Although the OPA has done a good job, it could have done a much better job, 
even with the limitations placed upon it. It is the purpose of the remainder of 
this paper to offer some criticisms and suggestions as to how that could have 
been accomplished. 

The first group of criticisms is directed toward the organization and personnel 
of OPA. The administrative organization is weak and defective in several 
respects. The Washington office is divided into a great many units and sections. 
These sections do not have the necessary supervision, direction and co-ordination 
to weld them into a whole. A given section does not seem to know what the 
others are doing and lacks a feeling of responsibility for the work as a whole. 
The lack of co-ordination among these various sections has been especially evident 
to the field offices. One section will control the price of a commodity at the 
manufacturing or producing level. That section will prepare a regulation per- 
mitting a change in price at that level. The price of that same commodity at 
the wholesale and retail levels will be controlled by another section, which may 
not act for weeks or months after the first action is taken. A good example is 
afforded by tea during the spring and summer of 1943. In the spring, importers 
and packagers were granted a price increase on certain kinds of tea. At the 
wholesale and retail levels this tea was still under the General Maximum Price 
Regulation, which meant that sellers were bound by their March, 1942 ceilings. 
At the increased price which they had to pay, many wholesalers could not afford 
to sell at those ceilings. Nevertheless, many of them had bought tea, expecting 
an adjustment in price as, in fact, they had been promised. It had been deter- 
mined that tea at wholesale and retail would be put under existing margin 
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regulations and specific markups prescribed. All that was needed was an an- 
nouncement of those percentage markups, but for some unexplained reason that 
announcement was delayed week after week. Wholesalers were holding tea in 
their warehouses which they could not sell and the summer, the only active season 
for tea in the South, was slipping by. Finally, near the first of July, the new 
regulation was issued, to become effective on July 26. Merchants, if they 
observed the regulations, lost a half season’s business because of the lack of co- 
ordination. 

Another case of far greater importance was that affecting pork and beef. In 
November, 1942 new regulations permitted substantial increases in the wholesale 
prices of those products but no change was allowed in retail prices. The squeeze 
was particularly severe on bacon. In a considerable number of instances re- 
tailers were unable to buy meats at or below their own selling prices. Through- 
out the winter this situation was the source of constant and bitter complaints and 
did much to arouse hostility and opposition to the whole price control program 
on the part of the retailers. District and regional offices maintained a steady 
barrage of requests to the National Office for relief on retail meat prices. No 
relief, however, was forthcoming for about five months. 

These examples could be multiplied many times. There is no evidence that 
anyone in the Washington office is concerned by the fact that this kind of proced- 
ure infuriates merchants by its obvious unfairness and adds to the ill-will ac- 
cumulating against OPA. 

Another defect in organization is the lack of adequate contact between the 
Washington office and the field. From the first the National Office insisted 
upon retaining nearly all powers of making and interpreting regulations to insure 
uniformity and consistency. Yet that office gave almost no attention to the 
problem of organizing, staffing and running the field offices which were to ad- 
minister those regulations. Few instructions and less assistance were given to 
price officers who themselves were coming into the organization for the first time. 
District price officers had to find their staff members, hire them, improvise some 
kind of training for them, and then set up an office organization as best they 
could. Often this procedure did not take place until September or October, 
1942, six months or more after it should have been done. 

Once they are operating, the men in the field are not made to feel that they 
are a vital part of the organization. They are seldom consulted on matters of 
importance and if suggestions are offered they usually go the way of all memo- 
randa in government departments. Employees in the district offices are closer 
to the actual application of the regulations than anyone else in the organization; 
they accumulate valuable experience and often see the need for important 
changes or modifications in the regulations. Usually these men are thoroughly 
familiar with local conditions and are experienced in their fields. Yet the 
National Office makes little attempt to utilize this experience and ability. 

Particularly galling to the district offices is the attitude of indifference on the 
part of the National Office. On three different occasions representatives from 
the Price Division of the Washington Office visited Raleigh to address trade 
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groups on matters of concern to the district office. On none of the occasions 
was the Raleigh District Office notified of such visits nor did the visitors make 
contact with that office. On numerous occasions regulations were issued and 
made effective before copies were available to the district offices. Newspapers 
carried accounts of the new regulations and often trade publications reproduced 
them, so that members of the trade had copies ahead of the district offices. It 
is particularly embarrassing to tell merchants that they are obligated to observe 
certain regulations and to be unable to tell them what the provisions of those 
regulations are—and it does nothing to improve the prestige of the district offices 
in the eyes of the trade. Great improvement has been made on that score but 
there are stillsome lapses. In summary, the district personnel get the impression 
that the Washington Office busies itself with issuing a great many regulations 
and getting them out of Washington; it seems to be little concerned with what 
happens to them after that. 

To formulate major policies, the OPA has not succeeded in attracting a 
sufficient number of mature, well-balanced economists who have national 
reputations and who command the respect and confidence of the profession. 
In the National Office there are scores of economists well-trained in theory. 
But it is not primarily a question of economic theory; any good graduate student 
should have all the economic theory that is needed in price control. The trouble 
is that most of the economists take their theory too seriously. They have not 
yet acquired that hard-bitten skepticism of all economic theory, and particularly 
of that flabby, wishful-thinking type of theory that is frequently an offshoot of 
the Keynesian school, which is necessary in dealing with a problem of this kind. 
Both Calvin B. Hoover and J. M. Clark served as Economic Advisers for the 
OPA in the earlier stages. More men of their calibre have been needed recently 
in that and other policy-forming positions. 


V 


The second group of criticisms are directed toward the legal and formal aspects 
of price control. Perhaps the key to much of the trouble here is that the lawyers 
have wielded a disproportionate amount of power within OPA. This was prob- 
ably not intended by the enabling legislation and it is not obvious from the 
organization charts, but through their duties in writing and interpreting all 
regulations the lawyers gradually extended their powers over wide areas. This 
was the more undesirable in that these powers did not carry corresponding 
responsibilities. In a memorandum shortly after he took office Mr. Brown 
sharply curtailed the attorneys’ powers and, in certain instances, gave price 
executives the right to overrule their legal advisers. Some of the results of the 
lawyers’ extensive powers have been unnecessarily complex regulations; a high 
degree of centralization of powers; too much formalism, delay and “red tape” 
in the conduct of all business; and a timid, slow, and ineffective enforcement 
policy. 

The complicated, verbose, and legalistic form of the regulations has evoked 
about as much criticism of the OPA as any other aspect of its work. These 
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regulations are legal documents and are, in fact, a part of the law of the land. 
Because of this fact the lawyers, anxious that their handiwork should pass the 
scrutiny of the courts, insisted upon putting in all the “trimmings.” So every 
small regulation must contain its cross references, its citation of authority, and 
its legalistic phraseology. The result is that the average lay reader finds it 
almost impossible to separate the wheat from the chaff and know when he comes 
to the substance of the regulation. There are now more than 440 of these regula- 
tions, with various supplementary regulations, amendments, interpretations, 
orders, and supplementary orders. 

The chief difficulty lies in the fact that these highly complicated documents 
must, in the great majority of cases, be distributed to wholesalers and retailers 
for their guidance. There have been a few digests and retailers’ bulletins, but 
they are the exceptions. In view of the limited education of most retailers it is 
absurd to expect them to be able to interpret these documents and—significantly 
—it gives them a strong alibi to the effect that they are unable to understand the 
regulations. On several occasions OPA attorneys have admitted that they were 
reluctant to prosecute a given case because they feared that the defendant might 
win acquittal merely by having his attorney read to the jury the regulation he 
was charged with violating. 

Many district offices early saw the futility of distributing these regulations to 
the retail trade and plead for shorter, simpler, and more understandable regula- 
tions. These urgent pleas fell on deaf ears and so, in self-defense, the field offices 
were forced to prepare their own briefs or digests of the regulations. This 
imposed a heavy burden on them and at the same time subjected them to possible 
criticism from above if mistakes or misinterpretations were made in the work. 
Some progress has been made in simplifying the regulations, but much remains 
to be done. Above all, there is the basic fact that the regulations are legal 
documents. It should be one of the first principles of price control never to 
place in the hands of a retailer a legal document for his guidance; such documents 
are inherently unfit for such use. 

In fairness to the lawyers it should be pointed out that not all of the complexity 
of the regulations was of their making. Often the basic formula or concept 
embodied in the regulation was so involved that it could not be expressed in 
simple terms. There are too many formulae and many of them are unnecessarily 
complex. For this the economists and business specialists must take the blame. 
They must also assume the blame for not providing more of the short, clear 
digests for the use of retailers. Since the lawyers are, in the nature of the case, 
limited in the extent to which they can go in providing ‘“‘streamlined”’ regulations, 
the economists and business specialists might profitably have diverted some of 
the time they spent writing regulations on bread crumbs, feathers, and vulcanized 
vegetable oil, to condensing and clarifying some of the more important regula- 
tions. 

Much of the centralization in organization, much of the delay in procedure, 
and many instances of inequity in the application of the regulations are due to 
the lawyers’ obsession for the observance of all the legal niceties. Centralization 
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has been fostered by the reluctance of the legal branch of the National Office to 
allow attorneys in the field to make interpretations or to initiate legal action of 
any kind without approval or review. This seems to have been motivated by 
two fears; the fear of a lack of uniformity in all parts of the country and the fear 
of adverse court action due to legal defects. 

The delays are caused by several factors. Centralization itself probably 
causes the greatest delays since all decisions of any appreciable importance must 
be referred to Washington, which is a great bottleneck in itself. The legal 
requirement that certain matters must go through certain channels and be acted 
upon by various parties must inevitably cause more delays. Finally, there are 
often delays in the legal branch itself due to the fact that attorneys must write 
the opinions, orders, and other legal documents. 

These delays have caused many inequities themselves because it has taken 
an unduly long time to correct an unfair situation. But probably more in- 
equities have arisen out of the fact that it is often impossible to lay down a hard 
and fast rule for the whole country without creating hardships. Price control 
must often deal with amorphous, rapidly changing problems—problems which 
vary considerably from one part of the country to another. The lawyers, how- 
ever, insist that the rules for dealing with such problems be definite, specific, 
and inflexible. Again the motive is largely to protect the legality of the action 
so that it will “stand up” in court. In the meantime the inequity may be so 
obvious that much ill-will is generated by the delay in granting relief. The 
lawyers, because they do not have to accept the responsibility for policies, often 
are unconcerned by such reaction. 

For that matter, the National Office as a whole has shown a lamentable lack 
of appreciation of the fact that some inequity, minor and trivial in itself, may 
provide the enemies of OPA with a perfect opportunity for attacking the organi- 
zation. For example, there was the matter of the price of milk in eating estab- 
lishments in North Carolina. On March 6, 1943 a regional order permitted most 
dairies to increase their milk prices but did not allow eating establishments a 
corresponding increase. In central North Carolina most dairies were allowed 
to increase the price of half pints at wholesale from three and a half cents to four 
and a quarter cents. Many cafes were selling for five cents. The increase in 
their purchase price cut their gross margin by fifty per cent. They protested 
and were told that an amendment would be issued promptly to correct the 
situation. One delay followed another while cafe owners constantly queried 
district offices to know why some action was not taken. The OPA had admitted 
that they were entitled to relief and had promised it to them. Yet week after 
week passed with no relief. Memoranda, telegrams, and telephone calls from 
the field offices produced only vague and indefinite answers. The problem re- 
ceived wide publicity when a large group of cafe owners threatened to quit 
handling milk. Here was a perfect opportunity for sniping and political sabotage 
by the enemies of OPA but it did nothing to alter the maddeningly slow pace of 
the process of adjustment. Finally, near the end of June, some three and one 
half months after prompt action had been promised, the amendment appeared. 
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By that time some cafes had illegally advanced their prices while the others 
accepted the permitted increase with no semblance of good will. 

The enforcement of price regulations has, on the whole, been weak, slow and 
ineffective. The responsibility for this failure rests with several groups and it 
is difficult to say in what proportion the blame should be distributed among them. 
The Price Control Act provided several different sanctions which might be 
invoked against violators but the machinery for implementing those sanctions 
is too slow, cumbersome, and difficult to fit the thousands of minor and petty 
violations which will occur under price control. The more important of the 
sanctions are: warning letter, restraining injunction, suspension of license, civil 
suit, and criminal prosecution. With minor exceptions, all actions must be 
brought in the federal courts. 

For a long time district offices did not have the power to apply even the mildest 
sanction—the formal warning letter—without specific approval from a higher 
authority. On all cases involving court action the procedure was as follows: 
the district office would prepare the case and ask for permission to institute 
action. This would go to the regional office which, if it approved, would send it 
on to the National Office. If the latter office approved, it would take the case 
up with the Department of Justice. If that action was successful, the case 
would then be referred to the appropriate federal district court where, if the 
grand jury returned an indictment, the case would be docketed for trial.4 At 
best this procedure consumed an undue amount of time and very few cases have 
ever cleared all the hurdles. 

In spite of his “tough” talk, Mr. Henderson never had a vigorous enforcement 
policy and Mr. Brown’s policy has certainly been no better. It is easy to under- 
stand why Mr. Brown, with his appeasement policy, does not stand for strict 
enforcement but Mr. Henderson’s position is not so easily understood. The 
Legal Division of OPA has always been timid and reluctant to prosecute because 
of a perpetual fear of adverse court decisions, especially on the question of 
constitutionality of the enabling act. The fear, often openly expressed, of an- 
other ‘‘sick chicken” case such as was the nemesis of NRA, has hung constantly 
over them and they have insisted upon a “‘perfect case” before starting action. 
Ironically enough, the factor that most often spoils the perfect case is the com- 
plexity or vagueness of the regulations; the attorneys are constantly complaining 
that this or that regulation is “unenforceable”. Thus the elaborately written 
regulations not only cannot be understood by the trade; they cannot even be 
enforced in court by OPA attorneys. On its part, the Department of Justice is 
conservative in approving suits because it fears that the district court dockets 
will be cluttered with hundreds and thousands of cases as in prohibition days. 

The net result of all these fears is that very few actions have been started on 
price cases. Dozens and scores of cases in which the guilty parties have signed 
affidavits admitting their guilt have not been prosecuted because permission was 

4 Since June, 1943 this procedure has been shortened substantially and OPA enforcement 


attorneys may now institute action directly in conjunction with the local federal district 
attorney. 
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not forthcoming from the regional or national office. Many district offices were 
protesting in January and February, 1943 that after five or six months of work 
and after submitting dozens of cases for criminal prosecution they had not been 
permitted even to start action on a single case. Naturally, news of the lax 
enforcement policy soon spread among the trade and did much to lower respect 
for the regulations. 

The only practical enforcement procedure would seem to be one in which 
action on minor and petty cases could be taken much more informally in the form 
of administrative hearings or trials before justices of the peace or similar officials. 
Such bodies would be limited to levying comparatively small fines, suspending 
licenses for short periods of time, or applying other similar sanctions. The 
defendants would, of course, always have the right of appeal to higher courts. 
Such a procedure would dispose of a great majority of the cases quickly and 
would allow the attorneys to devote more time and attention to the bigger cases. 
The administrative hearing is being used successfully in rationing cases, the 
principal sanction being the suspension of the license to handle rationed commodi- 
ties for varying periods of time. “Cross sanctions” may be invoked in price 
cases involving rationed commodities since such price violations have been 
decreed to be violations of rationing regulations, but thus far they have not been 
used to any appreciable extent. In connection with the community pricing 
program an attempt is being made to settle many minor infractions informally 
and without sanctions. Price panels are a part of each local War Price and Ra- 
tioning board. These panels are composed largely of local business and pro- 
fessional men and women. They are empowered to receive complaints from 
consumers, to confer with or to summon before them the retailers against whom 
complaints are made, and to attempt to arrive at an amicable settlement. This 
program has not yet progressed far enough to indicate what degree of success 
may be expected. 


VI 


Another group of criticisms may be directed against the indecision and frequent 
shifts of position by those who shape the policies of OPA. It was early recog- 
nized and admitted that the GMPR “freeze” was, for many commodities, essen- 
tially temporary and unsatisfactory as a permanent regulation. At the whole- 
sale and retail levels there are, broadly speaking, only two types of regulations 
that may be applied to such commodities as they are “unfrozen”. The first is 
some form of margin control and the second is a flat or fixed dollars-and-cents 
price. The types of margin control vary widely from specified percentage mark- 
ups to elaborate formulae designed to limit margins to the historical margins 
enjoyed by particular types or sizes of stores. 

The evidence seems to indicate that those who determined policies never 
arrived at any decision as to which commodities should be governed by margin 
controls and which should have their prices fixed in dollars and cents. Rather, 
they wasted a great deal of time experimenting with many different kinds of 
elaborate margin controls, most of which were not workable at the retail level. 
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For example, several regulations specify that the retailer shall arrive at his ceiling 
price by applying to his net cost the same percentage markup which he used on 
that commodity in some former period. A great many retailers do not know 
what markup they used on a given commodity last year or the year before. Or 
they may never have handled that commodity or anything closely related to it. 
Finally, even if the retailer has that information, the regulation is not enforceable 
because the prosecutor cannot establish a violation except by an elaborate audit 
of records which do not exist or which may be altered or destroyed. Here the 
economists and specialists were to blame; they should have known that a regula- 
tion of this kind is not enforceable regardless of how it is written. 

Another type of regulation allows wholesalers and retailers to add certain 
“permitted increases” to their March, 1942 prices. The amount of the increase 
is determined by the processor’s increase in cost. The processor is supposed to 
notify the wholesaler of the amount of the increase and the wholesaler is supposed 
to notify the retailer. This system of notification has never worked satisfac- 
torily and it was not realistic to expect that it should. Further, this method 
leaves the district offices completely in the dark as to what the proper price 
should be, for they have no way of ascertaining the legal increase except by trac- 
ing an individual sale all the way back to an individual processor and then 
ascertaining from him or from the OPA in Washington his cost increases. An- 
other faux pas to the credit of the economists and specialists! 

Still another type of regulation sets prices in a central city (usually Chicago 
or some other Middle Western city) and then specifies that prices elsewhere shall 
be the price in the central city plus freight to the point of sale. This gives a 
different price for every city, town and village, although the difference from one 
town to another may be only a small fraction of a cent per unit. Such regulations 
govern poultry, eggs, corn, and corn meal. This type of regulation is not practi- 
cal either for district offices or for producers, wholesalers, and retailers. For 
example, it is not reasonable to expect a small corn miller in North Carolina to 
arrive at the price of his corn meal by taking the price of that meal in Kansas 
City, adding freight at the lowest proportional car lot rate from Kansas City 
to the shipping point nearest his purchaser, adding a packaging charge, and 
then adding another differential depending upon the status of the purchaser and 
the amount of the sale. It is necessary to recognize transportation differentials, 
but this could be done by dividing the country into zones and prescribing flat 
prices within those zones, as has been done with pork and beef. In attempting 
to set prices to the exact cent, the economists have made the regulations unduly 
complicated and almost unenforceable because in any contest the freight rate 
may have to be judicially established to the satisfaction of the court, a matter 
which is difficult for district offices. 

After several different complicated formulae had been used in pricing different 
commodities and after various other commodities had been “frozen” at different 
base periods, while a few commodities had been priced at specific prices, the 
retailer was left in a state of bewilderment. The small groceryman could not 
price all the articles in his store except by applying six or eight basically different 
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formulae. In practice there must be a compromise between the precise formula 
which accurately ‘‘fits” an individual commodity or group of commodities and 
the necessity of giving the retailer a simple and workable system by which he 
may determine his prices. Too often the compromise has been in favor of the 
former at the expense of the latter. If the framers of the elaborate and precise 
regulations could observe the rough and ready manner in which their delicately 
balanced regulations are applied in practice they might be more ready to make 
concessions to the practical considerations. 

There has also been considerable indecision as to the ultimate goal of price 
control. Shortly after taking office Mr. Brown announced that he did not expect 
to hold prices stable, but would be satisfied if price increases could be kept down 
to one half of one per cent per month. For obvious reasons this was an indiscreet 
statement and should not have been made even though it was expected that 
prices would rise that fast. Not long afterward, however, Mr. Brown stated 
that he was not only going to stop the rise of prices but that he was going to roll 
them back to the level of September, 1942. Undoubtedly this decision was 
dictated by political considerations but the public announcement was neverthe- 
less of questionable wisdom. Those who are familiar with the realities of the 
situation know that it is highly improbable that the announced goal can be 
realized. Mr. Brown must know that, too. He has either established a false 
goal for political reasons or he has committed his organization to do that which it 
cannot reasonably be expected to do. If, as is probable, the goal is not realized, 
the organization will be vulnerable to the charge that it has not done what it 
promised to do. 

Mr. Brown expected to accomplish the roll-back by use of subsidies. Those 
who are familiar with the principles of price control know that there is a place 
for subsidies but they also know that subsidies must be used carefully and with 
a great deal of discrimination.: In the fight against inflation they should beused 
as a rapier, but Mr. Brown has chosen to use them as a broadsword. He ordered 
a horizontal reduction in the prices of certain important food items, to be com- 
pensated by flat subsidies to all producers.’ Only a very weak theoretical case, 
if any at all, can be made for subsidies used in this way. Considering all phases 
of the question, and especially the costs and difficulties of administration, it is 


5 One provision in the subsidy plan illustrates some of the weaknesses of organization 
and procedure criticized above. The price of butter at the producer level was reduced 
five cents per pound and processors are to receive a subsidy of the same amount—ezcept 
that those who produce less than 1,000 pounds per month get no subsidy but are still re- 
quired to sell at the reduced price. Despite the administrative difficulties of paying 
subsidies to small producers this is such an obvious and flagrant discrimination that any 
reasonable man should have found a solution or refused to go ahead with the program. 
While in Washington, the writer personally tried diligently to locate the man or men who 
made that decision and to ascertain the justification for it—all to no avail. He advanced 
a feasible plan to cover the “farm” or ‘‘country’’ butter—which is the kind principally 
affected. No valid criticism was made of the proposal and yet no action was taken to 
correct the inequity. Further, no individual was found who betrayed any concern over the 
fact that there was a serious inequity here or who saw that this discrimination might become 
political dynamite in the hands of the farm bloc. 
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doubtful if they are worth a trial. The practical explanation, of course, is that 
Mr. Brown was like a drowning man seizing at a straw; political considerations 
required that prices be rolled back and the payment of subsidies was the only 
method by which he could doit. But the whole incident illustrates the extent to 
which expediency determines the basic policy of OPA—and explains why that — 
policy is subject to frequent and unpredictable changes. 


VII 


In summary, we may say that, in view of the weak fiscal policy adopted by 
Congress and of the inadequate powers given to it, the OPA has done a creditable 
job. It could have done a much better job if it had developed a strong and 
efficient administrative machinery; if it had used fewer and simpler pricing 
formulae; if it had written shorter, clearer, and more understandable regulations; 
if it had speeded up its adjustment process and given more attention to the 
public relations aspect of that problem; and if it had adopted a more vigorous 
enforcement policy. It would also have been helpful if the firm support of 
various consumer and labor groups could have been enlisted; no serious or 
persistent effort was made to win the support of those groups. 

Perhaps much of the trouble lies in the fact that the program is administered by 
those who should be advisers—by specialists with professional training. The 
training of both lawyers and economists is highly specialized and impersonal 
—perhaps too much so. Both professions have tended to become “‘scientific”’ 
and formalized and to leave little room for the human and common-sense as- 
pects which are so very important in price control at the wholesale and retail 
levels. Briefly, the principal features which are needed in a successful program 
of price control, in the order of their importance are: good administration, 
common sense, sound economic theory, and legal perfection. The order in which 
they have been stressed by the OPA thus far is: legal perfection, economic 
theory, administration, and common sense. 

Price control as it has been attempted in the United States is a huge ex- 
periment; it had never before been tried on such a scale and under such condi- 
tions. Those who are conducting an experiment should have a clear idea of 
what they are trying to do, a definite program by which they expect to do it, and 
yet they must have minds which are completely alert and quickly responsive to 
any indications that the program is not working properly and requires alteration. 
Those who have shaped the policies of OPA have not shown any great interest in 
suggestions for making the regulations more workable in the human and practical 
aspects, probably because there were no Ph.D’s or LL.B’s on the staff who had 
done their major work in that field. 
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In 1926, when the establishment of the first international steel cartel was being 
widely discussed as an event of great political importance, one author noted with 
indignation that the public falsely called the Entente Internationale de l’Acier 
a “cartel” although it was “only” an “entente.”” He found that the mere desig- 
nation “cartel’’ prejudiced the sentiments of French economic and political 
circles against the new steel combination... We know from experience that all 
over continental Europe economic units which could rightly be designated 
cartels according to traditional nomenclature, substituted less significant words 
in their titles for the expression ‘‘cartel,’”’ such as association, federation, bureau, 
company, entente, comptoir, convention, and agreement. Even in Germany, 
often regarded as the mother country of cartels, terms like Verband, Gemein- 
schaft, and Konvention have been applied, though no one denied that these or- 
ganizations were typical of cartels. No important international cartel included 
in its official name the word cartel. Although it seems somewhat ridiculous, the 
mere avoidance of the word cartel in their names saved those national and inter- 
national bodies from much adverse criticism. The taboo against the expression 
“cartel” has not been restricted to the European continent. In the United 
Kingdom the term cartel is not used to designate collective marketing controls 
and many authors regarded this expression as applicable only to the European 
continent.? This relegation of the term cartel into the realm of peculiarly con- 
tinental European concepts reminds one of the story of the young Queen Vic- 
toria’s question to her Secretary of State for Foreign Affairs regarding the 
meaning of the strange term “‘bureaucracy.”” Lord Palmerston, whom English 
experts regard as ‘‘the archbureaucrat of all time in Britain,” assured the eighteen 
year old Queen, in 1838, ‘‘that bureaucracy was a phenomenon exclusively con- 
tinental.’”’* In the United States the term cartel has been surrounded “‘with a 
strange aroma suggesting some new social disease,’’* and to label a collective 
marketing control “cartel’’ has almost invariably been to present it in an un- 


1C. Nattan-Larrier; La Production Sidérurgique de l’Europe Continentale et l’Entente In- 
ternationale de l’Acier, Paris: 1929, p. 301. 

2 E. g., W. Tudor Davies, Trade Associations and Industrial Co-ordination, (London, 1938) 
in a chapter devoted to ‘“‘The Advent of Cartels,’”’ regards cartels as belonging to the Euro- 
pean continent. 

3 Quoted from Sir Cecil Thomas Carr, Concerning English Administrative Law, New York, 
1941, p. 1. 

‘William Benton, ‘‘Cartels and the Peace,’”’ The University of Chicago Round Table, 
Number 277, July 11, 1943, p. 1. 
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favorable light.5 When in the investigation of the Temporary National Econ- 

omic Committee the chairman asked the economic adviser to the Committee what 

the common acceptance of the term cartel was, Professor Kreps replied, ‘“There \V/ 

isn’t any common acceptance.”’ He went on to explain that what the European 

cartel system means “depends in part on one’s economic predilections, in part on 

one’s political convictions.’ 
There is little doubt that the term cartel is charged with strong adverse senti- | 

ments all over the world. This is sufficiently indicated by the fact that Webb- } 

Pomerene associations in the United States, like domestic and international 

collective marketing controls in Europe, avoided, so far as possible, calling 

themselves cartels.’ Our social life presents many examples of activities, 

professions, and situations which are designated by terms to which common 

usage attaches adverse sentiments. Consequently the persons and groups 

engaged in those activities substitute what are sometimes amusingly transparent 

euphemisms in their official names. One may safely assume that, even if 

scholars and statesmen should render evidence that cartels are not under all 

circumstances socially undesirable, it would be extremely difficult to attain that 

emotional adjustment of public sentiment necessary to permit the term cartel to 

convey the dry meaning of its primary function, i.e., an economic structure, 

a private collective marketing control. Such a “dehydration” of the term would 

not preclude judgment about the undesirability of collective marketing controls, 

but it would preclude using the word “cartel”? with the purpose of arousing ad- 
































5 Cf. President Franklin D. Roosevelt’s statement in his message to Congress, on April 
20, 1938, ‘‘ Private enterprise is ceasing to be free enterprise and is becoming a cluster of pri- 
vate collectivisms; masking itself as a system of free enterprise after the American model, 
it is in fact becoming a concealed cartel system after the European model.’”’ Roy C. Hack- 
ley put it thus: ‘However sinister the word ‘cartel’ has come to be, it is plain that cartels 
may be good or bad....”’ ‘Invention is vital,’’ The Atlantic Monthly, October 1942, p. 50. 

6 TNEC, Hearings, Part 25, pp. 13039-40. Similar recent examples characteristic of 
American opinion are the following: When Vice-President Wallace charged the Standard 
Oil Company of N. J. with “‘subterfuge, concealment and double dealing’”’ toward the 
United States in connection with its cartel relationship with J. G. Farbenindusirie, Standard 
Oil replied, ‘‘. .. apparently ‘cartels’ are becoming a political issue. The word ‘cartel’ 
has become the label for something ‘bad’. As an emotional symbol, it calls for the response 
of a ‘secret’, ‘un-American’, ‘contract with foreigners’.”” N.Y. Times, Sept. 14, 1943, p. 16. 
The N. Y. Times of Sept. 15 (p. 26), makes the following comment on this issue: ‘‘Inasmuch 
as it is hard to get on without a scapegoat and a slogan we now seem to be headed for a 
season of cartels. No doubt these cartels or international agreements between big business 
men do not operate all the time in a Sunday school atmosphere. But after a while too 
much insistence on cartels is bound to remind you of the International Bankers who ar 
the favorite enemy of Adolf Hitler.”’ It is interesting to note that the President of the 
Standard Oil Company of N. J. repudiated cartels as follows: ‘‘I oppose cartels so far as 
our company is concerned, in any place, with all the vigor I have.’”’ N.Y. Herald Tribune, 
Sept. 12, 1943, p. 18. 

7 In Czechoslovakia, for example, where cartels and other private marketing controls 
have been subject to public registration, among many hundreds of publicly listed marketing 
controls none bore in its official name the term cartel though most of them were called car- 
tels “‘by general repute.” 
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verse sentiments.* The substitution of the more inclusive expression “collec- 
tive marketing control” for “cartel” is worthy of serious consideration. The 
phrase is somewhat lengthy, but free from the emotional coloration which 
attaches to the latter term. Such revision of terminology would permit the 
inclusion in the wider concept, on the one hand, of common sales syndicates used 
on the European continent and in Great Britain, and, on the other hand, of basic 
point and price leadership systems practiced both in the United States and in 
Europe. Further subdivisions could be made within that term for domestic and 
international collective controls, for private and for government controls, and a 
separate subcategory could even be made for those controls whose ‘‘collective- 
ness” is based on national or international legal regulations (compulsory col- 
lective controls). Marketing controls resting with individual firms, (e.g., simple 
patent licensing), or with structures connected by inter-corporate ties, could be 
conveniently separated by that terminology. 

Naturally it would be misleading to reduce the significance of customary 
generalizations regarding cartels to the emotional coloring of terms. Scholars 
and public officials who may be regarded as free from terminological fallacies have 
also raised sharp objections to cartels generally, which, if justified, would be 
sufficient reason for the conclusion that cartels per se endanger an expanding 
economic system. One example may illustrate this point. Joseph A. Schum- 
peter discusses so-called monopolistic practices in a separate chapter of his 
recent study.® The reproduction of his evaluation of cartels seems particularly 
appropriate here because he divorces economic objectives from moral consider- 
ations and because among known authors he may be designated as the most 
objective in attitude toward private monopolies. Schumpeter, discussing prac- 
tices which in common parlance are associated with monopolies,’® finds that 
although they look, “restrictive when viewed in the individual case and from 
the individual point of time” they have in reality become the most powerful 
engine of progress, ‘‘in particular of the long-run expansion of total output.’”™ 
He mentions both “restraints of trade” of the cartel type, ‘“‘as well as those 
which merely consist in tacit understandings about price competition,” as pos- 
sible remedies under conditions of depression. After emphasizing that each 


8 Professor Joseph A. Schumpeter in his recent study, Capitalism, Socialism and Democ- 
racy, New York, 1942, emphasizes the conspicuous psychological problems involved in 
monopoly terminology. ‘‘Economists, government agents, journalists and politicians in 
this country obviously love the word because it has come to be the term of opprobium which 
is sure to rouse the public’s hostility against any interest so labeled.”” (P. 100). J. M. 
Clark (‘Economic Adjustments After Wars, the Theoretical Issues,’’ American Economic 
Review, Proceedings of the Am. Econ. Assoc., Dec. 1941, p. 11) put it thus: “As a first step, 
we shall need a revival of objective thinking. It will not do to regard a given action as 
monopolistic if done by people we do not like while the same action, if done by people we 
approve of, becomes an exemplar of ‘the democratic process.’”? Thurman W. Arnold wrote: 
“In writing about social institutions the observer should never define anything. He should 
try to choose words and illustrations which will arouse the proper mental associations with 
his readers.’’ The Folklore of Capitalism, New Haven, 1937, p. 182. (Italics Mr. Arnold’s). 
° Capitalism, Socialism and Democracy. 

10 Op. cit. p. 98. 
11 Op. cit, p. 106. 
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individual case has to be judged according to its specific circumstances, Pro- 
fessor Schumpeter concludes: “It is certainly as conceivable that an all-pervading 
cartel system might sabotage all progress, as it is that it might realize, with 
smaller social and private costs, ali that perfect competition is supposed to 
realize.” Carrying his discussion further, Schumpeter deals with the pos- 
sibility of the monopolist’s blocking technological progress. In this respect he 
makes a striking distinction between ‘ordinary cartels” and other so-called 
monopolies. So-called monopolies, except “ordinary cartels” will not seriously 
block technological progress because ‘‘the pressure of the improved methods or 
of a huge apparatus would in general tend to shift the point of the monopolist’s 
optimum toward or beyond the competitive cost price.’”* However, “if the 
‘ methods of production, organization, and so on are not improved by or in con- 
nection with monopolization as is the case with an ordinary cartel, the classical 
theorem about monopoly price and output comes into its own again.” Pro- 
fessor Schumpeter does not make clear whether he arrived at this sweeping con- 
demnation of “ordinary cartels,” as against his general acquittal of other 
monopolies, through the accumulation of factual evidence or through mere theo- 
retical reasoning. In the opinion of this writer there is no reason whatsoever 


12 Op. cit. p. 91 

13 Op. cit. p. 101. 

14 Op. cit. p. 102. The qualification that methods of production, organization and so on 
are improved by or in connection with monopolization requires some elucidation. While it 
is true that a small fraction of cartels provide for the exchange of technological experience 
and that cartels may exercise influence on production problems of their members, the great 
majority of cartels is not concerned with technological problems. One may assume thai the 
distribution organization of strongly cartelized branches is often radically simplified. Fac- 
tual investigation may show that in particular cases a cartel member is more complacent as 
to improvement in production methods than he would be outside of a cartel. But one may 
strongly doubt whether economically independent entrepreneurs united in a temporary and 
loose combination, such as an ‘‘ordinary cartel’’ represents, are less inclined to improve 
their organization and to adjust themselves to technological progress than are those united 
in other types of monopolistic organizations. Though it would be vain to deny that there 
have been cartels which blocked technological progress, the shortsightedness and tempo- 
rariness of these attempts are obvious, at least to the same extent as Professor Schumpeter 
indicated in connection with other monopolies (op. cit. p. 101). Thurman W. Arnold, 
former Assistant Attorney General of the U.S. writes of ‘(domestic and international cartels 
which stifle production and independent initiative, and which result in economic scarcity, 
idle capital, lack of exchange between the products of the farm and the products of great 
manufacturing centers, want in the midst of plenty.”’ (‘“The Abuse of Patents,’’ Atlantic 
Monthly, July 1942, p. 16.) Every unbiased economist has to realize the simple proposition 
(supported by abundant factual evidence) that cartel members generally don’t regard 
themselves permanently secure within a cartel structure. They are aware that the cartel 
may easily disintegrate. They would pay heavily for their complacency regarding tech- 
nological progress or organization. Whereas cartel participants rather rarely blocked 
technological improvements within their own enterprises, there are many examples show- 
ing that in certain industries cartel members did attempt to block the development of 
substitute products. Likewise attempts were made to block the development of com- 
peting industries in importing countries. Many international cartels never applied such 
methods. These problems and comparisons can be discussed fruitfully by taking into 
account a large number of significant factual situations. They would show that general 
propositions in these matters are often very attractive but misleading. 
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why the classical theorem about monopoly price and output should apply more 
to cartels than to other patterns of monopolistic structures. Besides, one should 
not disregard the fact that propositions mentioned above are not equally appli- 
cable to domestic and international combinations. Furthermore one should 
realize that a majority of international cartels have operated along with existent 
or potentially existent outside competition which fact in itself would make 
deliberate technological backwardness dangerous. 


I 


The Second World War and the preceding period of political emergency did not 
help to make cartel discussions more dispassionate or less generalized. With an 
arrogance seldom surpassed, one of the foremost Nazi leaders, Baldur von Schir- 
ach, recently accused the United States and Great Britain of using “‘big cartels” 
to obstruct the establishment of a “United Europe, real, sovereign, and master 
of its destiny.’"> No examples are necessary to prove that according to a widely 
accepted view in the United States, international cartels have been regarded as a 
pathological outgrowth of the capitalistic system, and that these combinations are 
principally responsible for difficulties in the adjustment of American production 
to the requirements of the Second World War. Official representatives of 
Germany reinforced these views by boasting that “no other country in the world 
surpasses Germany in the systematic adjustment of economic life to military 
requirements. German economic life is completely permeated by the soldierly 
spirit..* And international cartels have been regarded in America as economic 
instruments of that German soldierly spirit. Actual American public opinion is 
well illustrated by an official Report to the Nation, dated January 14, 1942, and 
transmitted to the President by the Director of the Office of Facts and Figures. 
“The enemy,” says the Report, “was waging war, and he did his work well, 
decoying important American companies into agreements, the purpose of which 
they did not sense. Our businessmen were peaceful traders. The enemy’s 
businessmen were and are, all over the world, agents of aggression.’’!” 

In many recent issues revolving about international cartels the discussion 
focused only on the question of the extent to which the American private entre- 


18 Cf. The Nation, Oct. 3, 1942, p. 298. 

16 Cf. Arnold J. Toynbee, Survey of International Relations, 1938, Vol. I. pp. 3-4. 

17 Report to the Nation, Washington, 1942, pp. 22-23. The Report says: ‘‘One of the most 
important moves in this battle of economies has been to counter the enemy’s attacks upon 
us. He has worked for many years to weaken our military potential. Through patent con- 
trols and cartel agreements he succeeded in limiting American production and export of 
many vital materials. He kept the prices of these materials up and output down. . . . Con- 
cealed behind dummy corporations, the enemy went unchecked for years, using our own 
legal machinery to hamstring us. In the summer of 1938 our Government began to fight 
back.’”’—Concerning the cases of Standard Oil Company of N. J. and the Aluminum Com- 
pany of America, see J. A. Schumpeter, op. cit. pp. 89, 101-2.—It is interesting to read how 
German economic penetration was evaluated in another connection less than one year before 
the Second World War started. ‘‘In a debate in the House of Commons at Westminster on 
November Ist, 1938, Mr. Chamberlain deprecated the suggestion that Herr Funk’s 
(Schacht’s successor in the Ministry of Economics) activities were concealing some politi- 
cal motive.”” A. J. Toynbee, op. cit. p. 64. 
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preneur in his business dealings in peacetime had to take into account public 
interest connected with the defense of his country and to what extent private 
business agreements, related to marketing controls, especially patents, were 
accessible to governmental agencies. Public opinion does not wish businessmen 
to divorce the production and selling of their goods from primary national interest 
even when no such express rules are included in legal codes. So long as there is 
doubt about that item large sections of public opinion will remain uneasily 
ambivalent toward business engaged in international combinations.!* 

A fruitful discussion of the possible future function of international cartels 
demands that the student approach this problem without accepting as axiomatic 
the proposition that an international cartel is intrinsically an evil, though his 
research may subsequently lead to a conviction that all cartel structures are on the 
whole incompatible with the objectives and working methods of a desirable 
political society. And if someone should present reasonable proof that inter- 
national cartels are the most efficient means of attaining certain desirable ends, 
such a proposition could still be rejected because the undesirable features of 
international cartels as means to the desired end outweigh the desirability of 
the end according to a postulated system of political values.’® Naturally, a 
thoroughgoing investigation may result in the discovery of conditions under 
which international cartels may reasonably operate without endangering pre- 
determined social values. 


18 See Roy C. Hackney, op. cit. p. 49 ff. Adam Smith illustrated the sensitiveness of 
public opinion on the subject of combinations in connection with his discussion of the corn 
laws’ ‘The popular fear of engrossing and forestalling may be compared to the popular 
terrors and suspicions of witchcraft.’”’ He made an even more apt illustration of the 
position of legislators in the consideration of problems connected with monopolies. ‘“The 
member of parliament who supports every proposal for strengthening this monopoly is 
sure to acquire not only the reputation of understanding trade, but great popularity and 
influence with an order of men whose numbers and wealth render them of great importance.” 
The Wealth of Nations, Everyman’s Library Edition, Vol. I, p. 415, and Vol. II, p. 34, 
London, 1931. 

19 J. A. Schumpeter (op. cit. p. 89) in discussing monopolistic practices, remarks, “‘. . . the 
moral aspect is in this case, as it must be in every case, entirely unaffected by an economic 
argument.”? One may reverse Professor Schumpeter’s statement, contending that economic 
aspects may be unaffected by moral and political arguments. Schumpeter, discussing the 
theorems of Alfred Marshall and Knut Wicksell that competitive industry tends to attain 
maximum expansion and to effect a satisfaction of the economic needs of society, remarks 
that the principle relates to a static equilibrium of the economic process. He does not deny 
that private competitive enterprise may in certain situations result in the virtues of opti- 
mum satisfaction of wants, accompanied by maximum expansion of production and trade. 
What he rightly contends is that those virtues are not “‘simply inherent in the logic of com- 
petition.” Op. cit. p.77. Schumpeter clearly recognizes that the kind and degree of com- 
petition is influenced by technological properties of the commodity marketed or service 
performed, in addition to other factors often conditioned by technological circumstances. 
Op. cit. p.79. His pessimistic evaluation of the hypothetical case, where perfect competi- 
tion is the rule, may be regarded as somewhat overdrawn. Op. cit. p.78.—Knut Wicksell’s 
discussion of monopolistic practices, contained in the second edition [1911] of his Lectures 
on Political Economy, (transl. by E. Classen, ed. by Lionel Robbins) London, 1934, vol. I, 
pp. 88 ff., is highly significant even today. 
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The student of this topic should clarify his ideas as to what international 
cartels are at the very outset of his investigation. He should find a reasonable 
middle way between painstaking intricate terminological details and significant 
gross characteristics. He should disregard minute subtleties of color and inflec- 
tion and turn his attention to principal points, whether economic or political. 
The answer to what international cartels are must be based on common usage 
and must make these entities distinguishable from other economic organisms. 

The author has recently discussed the elements of the cartel concept else- 
where.”° However, it may be useful here to draw a line between cartels and 
other types of international marketing controls. Such a line of demarcation 
shares the fallacies inherent in any schematic delineation of complicated social 
organisms. 

First, an international cartel is a relationship between several economically 
independent profit-making units. This marketing unit (cartel) is thus composed 
of profit-making units (cartel members). Cartels may easily be distinguished 
from combinations of the corporate type,” and from all other kinds of inter- 
corporate relationships. A cartel is a collective marketing control as contrasted 
to marketing controls exercised by individuals, and controls based on corporate 
hierarchy. In principle (and frequently also in practice) a cartel has a demo- 
cratic form of internal organization, although if the test of true democracy were 
applied, one frequently finds large and small oligarchies; and participants with 
equal voting power may have very different degrees of influence. The structure 
and policies of the marketing unit called cartel represent the interests and wills 
of its several participants. A strong cartel may so amalgamate these wills and 
interests that it operates on the market as one entity. A looser cartel may only 
modulate the wills and interests of its members so that it presents rather the 
picture of an oligopoly.2* Entrepreneurs may participate in international car- 
tels directly, or through national and other cartels. 


20 Ervin Hexner, The International Steel Cartel, Chapel Hill, 1943, pp. 32 ff. 

21 Cf. e.g. the statement of Hugh Cox, Assistant Attorney General of the U. S.: ‘‘Inter- 
national Nickel standing alone is not a cartel. It is simply a large combination of capital. 
Of course, it might, by making an agreement with other metal companies, become a party to 
a cartel agreement.’’ ‘‘Cartels and the Peace,’’ The University of Chicago Round Table, 
p. 2. According to Corwin D. Edwards, Chairman, Policy Board, Antitrust Division, 
Department of Justice, ‘‘Because of its foreign flavor, the term cartel has been used by the 
Antitrust Division to indicate any international arrangement in restraint of trade, whether 
it takes the form of a trade association such as is customarily called a cartel in Europe, 
or is organized in a holding company structure, through the partnership of two large com- 
panies, through patent license agreements or otherwise.’’ Mr. Edwards remarks that 
‘Although [Thurman] Arnold occasionally spoke of ‘domestic cartels’, he did not usually 
employ the term to cover domestic restraints of trade.” Cf. “Thurman Arnold and the 
Antitrust Laws,’’ Political Science Quarterly, Sept. 1943, p. 344. 

21a There did not exist many international cartels whose market position could be said 
to approach pure monopoly. Most of them had to take into account various degrees of 
outside competition and various elasticities of substitution. Economic theory discusses 
monopolistic behavior under the assumption that there exists one well defined single inter- 
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Second, cartel members are potential competitors with reference to a certain 
commodity or service.” Thus if the owner of a patent (or trade mark) licenses 
entrepreneurs in foreign countries, binding his license to such qualifications as 
the restriction of production and exports, etc., a very strong marketing control 
is created, but the control does not belong in the category of international 
cartels. This is not to say that international cartels may not arrange for mutual 
cross licensing or for the mutual exchange of technological experience as the 
basis for their cartel relationship.” 





est with reference to costs, prices, and supplies. However, in cartels approaching pure 
monopoly the ‘‘monopolistic’”’ behavior is the result of a struggle among various, often 
strongly divergent, wills and interests of participants. Average and marginal costs, the 
extra receipts from selling additional units, relationships between domestic and export 
interests, and other circumstances influencing their policies within the cartel, will widely 
differ with several participants. It would require and deserve careful theoretical con- 
sideration to formulate behavior patterns of entrepreneurs within marketing controls. 
Lionel Robbins assumed that in an international cartel participants in most cases attempt 
“to stereotype conditions of production in favor of the high-cost producers” ; furthermore, 
that the cartel will ‘‘make the production of the high-cost producer greater, and the pro- 
duction of the low-cost producer less.” (Ec ic Planning and International Order, 
London, 1937, p. 136.) There is little doubt that under the assumptions customarily made 
in economic analysis this would be the expected conduct of a monopolist. However, prac- 
tical investigation would show that participants in many international cartels are usually 
not concerned in supporting high-cost producers unless there is danger of their becoming 
outsiders. Even in that case they may find other means to cope with this problem than 
by raising prices to the level of marginal cost producers. A recent investigation of the 
Oxford Research Group which may serve as a model for similar enterprises showed what 
caution is necessary in applying behavior patterns arrived at in economic analysis to 
practical life. See R. F. Harrod, ‘‘Price and Cost in Entrepreneurs’ Policy,” and R. L. 
Hall and C. J. Hitch, ‘‘Price Theory and Business Behavior,’ in Ozford Economic Papers, 
May 1939. : 

22 In order to show the difficulties in classifying combination pattgrns the following ex- 
amples may be mentioned. (1) Mr. A., producer of pharmaceutical products in Mexico 
indicates in a friendly discussion with Mr. B., producer of pharmaceutical productsin 
Argentina, that he will remain disinterested in the market of Chile as long as Mr. B. remains 
disinterested in the market of Uruguay. Mr. B. does not make any statement in this con- 
nection but avoids the market of Uruguay. (2) Mr. M., owner of a plant producing a special 
size of a product sold on the international market, indicates to Mr. S., owner of a similar 
plant, that he would appreciate it if Mr. S. would not extend his production to sizes in which 
Mr. M. specializes. Mr. S. does not reply because he did not intend to produce the sizes 
mentioned by M; however, he enjoys the advantages of Mr. M’s refraining from competi- 
tion.—The distinction of international cartels from other marketing controls may be im- 
portant with reference to the Joint Resolution of the U. S. Congress to extend the authority 
of the President under Section 350 of the Tariff Act, as approved June 7, 1943, Public Law 66, 
78 Congr., 1st Session. 

23 According to Thurman W. Arnold ‘‘The principal smoke screens under which domestic 
and international cartels have cloaked their activities are patent laws....”’ (Cf. “‘The 
Abuse of Patents,’’ Atlantic Monthly, July 1942, p. 16.) In the opinion of this author only 
a small fraction of domestic and international cartels are based on or connected with patent 
rights. Even in the chemical industries where patent combinations are frequently con- 
nected with international cartels there are many chemical cartels which have nothing to 
do with patents and trade marks. International marketing controls in those chemical 
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Third, an international cartel is a private relationship between entrepreneurs 
as contrasted to relationships based on what is called public international law. 
Thus marketing controls based exclusively on diplomatic agreements do not 
belong in the category of international cartels. Government owned enterprises, 
or government controlled national cartels may, however, be members of in- 
ternational cartels, and diplomatic agreements may be the skeleton on which 
large private marketing controls are built. The agreement between Pope Paul 
II and King Ferdinand of Naples signed June 11, 1470, established an accepted 
pattern in this respect. 

Entrepreneurs of one country may naturally make cartel arrangements among 
themselves concerning international markets (e.g. export prices, import prices 
division of markets, etc.). Such domestic cartel agreements may exercise great 
influence on international markets. Generally, they are designated as national 
cartels, although they may in themselves become dominant international control 
schemes. 

The position of international cartels within the broader category of interna- 
tional marketing controls may be elucidated by viewing these controls from 
various angles. The following classification is admittedly very fragmentary and 
could well be developed further. Many other schemes by which international 
marketing controls could be classified could be outlined, and it is improbable 
that they would exhaust all those created in practical life. Most important 
material aspects of classification could be worked out on the general basis of 
uncertainty-bearing, and on the internal dynamics of controls. This latter item 
could show how the frictionless surface of a collective control often deceives the 
superficial observer about the absence of internal rivalry in international cartels. 
Such rivalry often has the unintentional effect of protecting the interest of 
consumers. 


CLASSIFICATION OF INTERNATIONAL MARKET CONTROLS 


I. General marketing controls and specific marketing controls 
1. controls related to a group of interrelated commodities (services), 
2. controls related to one well defined commodity (service). 
II. Territorial extent of controls 
1. related to both domestic and foreign markets of participants, 
2. related only to foreign markets (exports and imports), 





industries in which technological experience and patent rights play a prominent role, often 
deliberately avoided combinations of the cartel type by giving preference to more perma- 
nent (inter-corporate) relationships. The late Sir Alfred Mond (Lord Melchett), one of the 
leaders of the chemical industry of the world, indicated the advantages of combinations 
of the corporate type as contrasted with cartels. To secure a free exchange of information 
of a technological character, according to Sir Alfred Mond, ‘‘There must be more than a 
temporary armistice; there must be permanent peace. The cartel or combination which 
exists only for a limited number of years is in reality nothing more than an armistice in 
industrial warfare; and people are not going to hand over arms and methods of warfare to 
those who in a few years may be fighting them again.’”’ Industry and Politics, London, 
1928, p. 236. British-American chemical combinations were recently discussed in the 
House of Lords. See New York Times, July 16, 1948, p. 4, and July 23, 1943, p. 10. 

24Cf. Ervin Hexner, op. cit. p. 44. 
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: V. Immediate items of control 
1. 
. common selling, or individual Sefling according to agreed regulations, 

. mutual exchange of information about past, present, and future marketing policies, 
. exclusive purchasing or selling through common agents, 

. regulation of all kinds of non-price competition, 

. profit sharing, direct and indirect, 

. agreements concerning output and non-production, or non-selling, 

. freight equalization systems, 

. price-leadership systems, 

. division of markets, including protection of the domestic market, assignment of 
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. related only to domestic market protection, 
. virtually world wide extent, 
. extending only to two or three neighboring countries (inter-regional markets as 


contrasted with world markets). 


III. External appearance of controls 

. tacit understandings, 

. explicit agreements, 

. based on inter-corporate relationship, on common financing, or on interlocking 


directorates, 


. secret understandings, 
. limited or complete publicity, 
. control administered by third person (trustee), 
. contro] administered by one participant, 
. ho specific agency administering control, 
. incorporated commercial companies, specifically established to administer control, 
. administration by agencies of a quasi-corporate nature, 
. administration by itinerant committees, 
. administration by public agencies appointed by governments, 
. administration through trade associations. 
IV. Relationship of participants 
a 


one individual firm (or public agency) controlling the international market, no 
other ‘‘ participants,” 4 
participants (individual firms or national combinations) cooperating without 
formalized agreement, 

legally and economically independent participants connected by contractual re- 
lationship, lacking control based on specific legal instruments, 


. participants connected by contractual relationship; but based on specific legal : 


instruments, like patent rights and trade marks, 


. control exercised through interaction of companies hierarchically related to each 


other (through intercorporate ties), 


. control exercised through inter-corporate ties with companies horizontally related, 
. control exercised through public agencies established ae diplomatic agree- 


ments, 

control exercised through private agencies established through diplomatic 
agreements, 

participants compulsorily united by — regulations. 


common purchasing, or individual puis according to agreed regulations, 


single customers, 


. agreements concerning technological processes, patents, trade marks, 
. agreements concerning fair competition, 
. common policies toward outsiders, 


co-ordinated propaganda, 


. co-ordinated production of commodity groups from natural and artificial sources 


(nitrates, raw rubber). 










ERVIN HEXNER 


IV 


The question as to what part of the volume of international trade was, up to 
1940, subject to relatively free marketing and what proportion was subject to 
some degree of control is difficult to answer even if the answer is preceded by a 
long terminological discussion. Modern craving for charts and figures easy on 
the eye and mind will probably continue to be frustrated. Even if one could 
reliably determine that proportion of commodities and services which was com- 


TABLE I 


Propucts In Wuicu INTERNATIONAL TRADE WAS DOMINATED OR CONSIDERABLY 
INFLUENCED BY MARKETING CONTROLS 











I, LIVE ANIMALS AND Il. RAW MATERIALS AND SEMIFINISHED III. MANUFACTURED PRODUCTS 
FOODSTUFFS 
Per cent Per cent Per cent 
Commodity of world Commodity of world Commodity of world 
exports* exports* exports* 
~ Wheat............]2.30 Natural silk........... 0.06 | Tanoleum............. 0.06 
re hg (Timber and pulpwood.| 2.15 | Paper.................]| 1.87 
DO EE al. a arts 1.12 | Chemical and phar- 
Coffee............]1.50(?) | Gums, resins..........| 0.27 maceutical products.| 1.74 
‘ ee 0.81 — rapber......... 2.10 | Tanning extracts...... 0.11 
SS eer | TERE a ln ae 0.84 
Lard and suet... . |0.24 rr co || ee 0.14 
Vegetable oils... .|1.20(?) | Crude petrol and min- Euplosives........:... 0.14 
ee ENERO 0.04 
SUID. 5 s0.c8 cascevues 0.15 | Glass and glassware ..| 0.48 
= Sulphur...............] 0.11 | Iron and steel (inc. 
(Fertilizers............ 1.10 semifinished)........ 5.00 
ee 0.47 | Electrical machinery..| 2.00 
Pig iron and ferro- Railway cars..........| 0.16 
alloys...............] 0.60 | Armament and am- 
+ Commer, faw.......... 1.63 munition............| 0.32 
i ere 0.26 | Optical appliances....| 0.40 
+ Aluminum............ 0.17 
ci)” errr 
See 0.80 
Precious stones ....... 0.42 























* Most of the figures designating the percentual proportions of commodities in world 
exports of 1937 are contained in the International Survey of the Statistisches Jahrbuch fir 
des Deutsche Reich, 19388. 


petitively offered on the international market by independent sellers, one could 
not conclude that only the remaining volume of world trade was influenced by 
commodity controls. Frequently, international trade statistics do not include 
that part of the commodities and services subject to marketing controls where 
the marketing controls are based on patents, trademarks, technological experi- 
ence, or local subsidiary companies, because these commodities do not cross 
frontiers. 

Even with regard to international trade listed in trade statistics, it is difficult 
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to determine what proportion of it was influenced by marketing controls. That 
influence may vary considerably in degree, extent, and time. For instance, it is 
generally assumed that trade in petrol products on the international market was 
dominated by the Standard Oil Company of New Jersey and the Royal Dutch 
Shell concern. They were faced with strong competition from smaller groups. 
As a matter of fact, those smaller groups resisted the establishment of a com- 
prehensive world marketing control. The degree of co-operation between Stand- 
ard and Royal Dutch is little known. Should the international petrol market 
under these circumstances be listed as controlled? Again, the International 
Wheat Agreement attempted to exercise moderate control over world wheat 
exports. The results were not entirely successful. Should wheat be regarded 
a commodity under international market control? Many commodities were 
subject to territorially restricted international controls. Many control organ- 
isms were rather inefficient and transitory. Thus the judgment that the market- 
ing of a commodity is influenced by controls is a very vague statement in the 
absence of qualification. With these and many other reservations a few commod- 
ities are indicated in Table I which have often been mentioned as having been 
subject, in the late thirties, to international controls. Such services as shipping, 
other transportation, communication, insurance, private banking, and trade in 
precious metals, are not included in this list. The list also omits products which, 
though of great importance to consumers, were small in aggregate money value. 
Thus this list is limited to a very incomplete picture of the situation and is ad- 
mittedly of little value; to arrive at an approximate estimate of the proportion 
ot controlled trade would require a much more thoroughgoing investigation. 
This list contains the proportion in percentages of controlled commodities in 
world exports in 1937. Commodities are arranged in three groups. First, living 


25 John Maynard (now Lord) Keynes designated rubber, cotton, wheat and lead as “‘fairly 
representative of raw-materials marketing in competitive conditions.” ‘‘The Policy of 
Government Storage of Foodstuffs and Raw Materials,” The Economic Journal, 1938, 
p. 451. Further commenting on Lord Keynes’ statement, one may add that rubber has 
generally been regarded as a strongly controlled commodity on the international market 
whereas the cotton market has been rightly considered competitive. It may be interesting 
to indicate somewhat briefly here the ‘“‘monopolistic competition” in lead. Producers of 
lead in Australia, Mexico, Canada, Argentina and Peru agreed in the Summer of 1938 
to restrict the supply of lead on the international market. If the price of lead remained 
for twenty consecutive market days on the London Metal Exchange at £ 15.0 the export 
supply of each producer was to be automatically reduced five per cent. As soon as the 
price passed its former level of £ 15.0 the five per cent supply reduction could be removed. 
If the price increased to £ 16.0 the supply could be increased by five per cent. However, 
at a market price of £ 17.0 all restrictions as to supply would cease to operate and full 
competition would be restored. The monthly average prices of lead (spot quotations in 
pounds sterling per long ton) developed under the above mentioned control scheme as 
follows: 


1988 
July August September October November December 
14.921 14.371 15.249 16.173 16.088 15.106 
1989 
January February March April May June July August 


14.584 14.2838 14.660 14.337 14.4838 14.564 14.753 16.040 
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animals and foodstuffs (percentage share in the value of world trade in 1937: 23), 
second, raw materials and semi-finished goods (percentage share in the value of 
world trade in 1937: 39), and manufactured products (percentage share in the 
value of world trade in 1937: 38). 


V 


No doubt international cartels considerably influenced world trade and na- 
tional economies, even in their domestic aspects, in the period between the two 
world wars. In many countries the insulation of the domestic price structure of 
several commodities from the dominance of international cartels was not at- 
tainable. In evaluating the influence of these controls, it is important to realize 
that in the period between the two world wars the establishment and operation 
of these collective controls took place in a peculiar historical setting; thus the 
cartel experiences of that period have to be used with caution for post-war plan- 
ning. That historical setting is responsible for the fact that a relatively large 
proportion of foreign trade was conducted under conditions which deviate from 
our customary ideas about the trading process. Such deviations occur in 
‘normal’ times as well. After 1936 their extent became considerable and they 
entered into the decision of the entrepreneur as to whether he would produce, 
and export, and as to what his price policy would be. Some entrepreneurs were 
not principally concerned with making profit by selling at higher prices than their 
average total costs per unit but were concerned with acquisition of foreign ex- 
change for their governments or for themselves, and furthermore, with using (or 
abusing) foreign trade and the possibility of establishing subsidiaries abroad to 
evade exchange regulations, to transfer capital from politically dangerous regions, 
andsoon. The political motivation of foreign trade in the late thirties is a factor 
which should not be disregarded in these discussions. It played a considerable 
role within and outside of marketing controls. One should not disregard the 
fettering of international trade by governmental quantitative trade regulations,” 
especially by exchange controls, import and export quotas, exceptional tariff 
regimes, and other emergency policies included in international trade agreements. 
Abstract analysis does not provide a satisfactory answer to the question as to 
how international cartels would have operated in the thirties if collective political 
security had made governmental quantitative trade regulations and direct 
governmental conduct of foreign trade superfluous. Economic literature did not 
discuss the interaction of quantitative government trade controls and private 
marketing controls. Compartmentalized inquiry in this respect may lead to 
somewhat unsatisfactory conclusions.?’ 


2 See Gottfried Haberler and Martin Hill, Quantitative Trade Controls, League of Nations, 
Geneva, 1943, entire. 

27 Professor Jacob Viner in his brief but comprehensive study, Trade Relations between 
Free-Market and Controlled Economies, League of Nations, Geneva, 1943, recognizes that 
‘tin some important respects . . . regulation of foreign trade by national cartels or trusts 
raises issues for other countries substantially similar to those arising out of the direct 
regulation or the actual conduct of foreign trade by governments.’’ However, he did not 
treat that relationship in greater detail because ‘‘it has been customary to treat the trust 
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Case studies may show that though the principal patterns of domestic cartels 
did not change greatly between the periods broadly delineated by the two inter- 
war decades, great changes did occur in the patterns of international cartels (and 
of other international commodity controls) after 1930. The end of 1929 may 
be regarded as a break in the development of international market controls. 
J. W. F. Rowe discussing the sudden and drastic fall in prices at the end of 1929, 
remarks that this crisis “‘caused the virtual breakdown of almost all the existing 
control schemes, and for a short time in the spring of 1930 it looked as if the 
individualist laissez-faire system would be restored.’””* Almost all international 
control schemes (especially, the greater part of the international cartels) which 
existed before 1930, were reshaped in the second interwar decade. The extent 
of and the reasons for that transformation are provocative subjects for dis- 
cussion; their treatment would enlarge the framework of this study considerably. 

Government influence in European countries, including the United Kingdom, 
on policies of national groups in international cartels became steadily stronger 
in the late thirties. According to Professor Jacob Viner, “It is obvious from the 
record .. . that when governments have shown interest in the external operation 
of their private monopolistic organizations, they have done so much more often 
with the purpose and result of strengthening the monopoly position, internally as 
well as externally, of these organizations than to protect other sections of the 
community from exploitation by them.’”® Any post-war consideration of cartel 
problems would have to delve as deeply as possible into the available records and 
into the political implications of this problem. Though there are no unambigu- 
ous, completely rational criteria of the divergence of interests between national 
cartels and other sections of the national community, a reasonable proof that a 
democratic government co-operates in international economic dealings which 
exploit its own people, calls at least for the imperative “it should never happen 
again.”’ If the records show such conduct of democratic government, it is time 
to tear down the democratic facade of certain institutions and consider the sub- 
stantial, if ugly, building behind them. 

Any thoroughgoing investigation of the influence of international cartels on 
world trade has to deal with the question of how the market for certain com- 
modities and services would have operated in the absence of private collective 
commodity controls. This has to be viewed in the light of the alternative policies 





and cartel problem in relation to international trade as a separate problem, and as the 
subject has an extensive literature of its own, it will not be dealt with here.”’ (p. 71). 
In the opinion of this writer there is a scarcity of significant recent literature on that rela- 
tionship. However, even the incidental treatment of private commodity controls in Mr. 
Viner’s study is important as a starting point for further investigations. It is instructive 
to look through a modern text-book about international economy (cf., e.g., John Parke 
Young, The International Economy, New York, 1942) to ascertain the degree of attention 
devoted to international cartels in university teaching. Concerning scarcity of literature 
about international marketing controls, see also, Joseph 8. Davis, ‘‘International Com- 
modity Agreements in the Postwar World,”’ Amer. Econ. Review, 1942, Proceedings of the 
54th meeting of the Am. Econ. Assoc. p. 400. 

28 Cf. Markets and Men (Cambridge, England, 1936), p. 18. 

29 Op. cit., p. 37. 
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available during the period in which these cartels were in existence. There will 
be people accepting as a datum not requiring support by factual investigation, 
the idea that other things being equal, the absence of an international cartel 
results in a free-market situation. There will be others who regard the visu- 
alizing of a hypothetical international market situation which would have de- 
veloped in the absence of controls as so difficult, that they will refrain from 
further investigation. A third group, to which this writer belongs, regards case 
studies in this field as imperative. 

It may not be customary, yet it would be instructive to attempt to answer in 
such case studies the question whether it could be reasonably expected that the 
volume of international trade in a certain commodity would have been larger*° 
in the absence of an international cartel, and whether the cartel deliberately used 
its economic power to create absolute scarcity and whether it discriminated 
against buyers according to the elasticity of their demand. Such an investiga- 
tion should not assume axiomatically that all cartels automatically cause a real 
restriction of output and trade. Furthermore the interest of entrepreneur 
groups on the international market in the long run is not necessarily best served 
by contracted trade and inflexible and high prices, though this may be the case. 
Thus the existence of the power of control need not imply automatically the use 
or abuse of that power. It is not necessary to press these doubts hard, but only 
sufficiently to upset the dogma and to reduce it to a strong suspicion which has 


30Tt has often been assumed that the presence of a restrictive measure in international 
trade makes it self-evident that in the absence of that measure the volume of trade would 
be larger. Though this may be probable in the majority of cases, it would be most in- 
structive to support it by factual investigations. The mere fact of restriction does not 
imply necessarily that in the absence of that restriction the restricted volume would be 
transcended. Naturally, restrictive measures per se (even if they should not be trans- 
cended) exert an effect on trade. Thus, if an international cartel (with or without outside 
competition) controlled the market of commodity a, the average price in a period of three 
years being m, the volume of trade on the international market s, and the volume of world 
production (including domestic markets) z, the hypothetical situation that commodity a 
was not subject to an international cartel, or to no marketing control at all, does not neces- 
sarily result in m being lower in the three years’ average, and in s and z being quantita- 
tively more. E.g. Hugh Cox includes as an essential element in his cartel definition that 
a cartel agreement has always a restrictive effect (The University of Chicago Round Table 
No. 277, p. 2). Professor Lionel Robbins expressed the traditional conception clearly. 
International marketing controls ‘‘tend to make production as a whole less than it other- 
wise would be. Thedilemmaisunescapable. Either the quotas are the same as they would 
be without restriction—in which case they are unnecessary—or they are different—in 
which case they are harmful. There is no third alternative. This drawback would prob- 
ably be generally admitted. That restrictionalism restricts is not a proposition which 
would be often contested.’’ Op. cit. pp. 186-137. E. A. G. Robinson exposes the fallacy 
of assuming that competition accompanied by increased trade volume necessarily exists 
in the absence of restrictive agreements. He looks with skepticism upon the advantages 
of the mere breaking-up of a monopoly into its constituent parts. Mr. Robinson’s descrip- 
tion of a situation called by him ‘‘cat-and-mouse monopoly”’ in which firms not connected 
by restrictive agreements refuse to compete is highly instructive. See his Monopoly, 
London, 1941, pp. 24-30. It would be necessary to abandon the theological claim to 
certainty about the meaning of market restrictions, allowing a wide margin of possible 
deviations. 
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to be tested. It has often been stated that the disintegration of the international 
tube cartel in 1935 was largely responsible for the increase of Germany’s yearly 
export in tubes from 94,000 to 229,000 metric tons. However, the question as 
to whether or not the disintegration of the international tube cartel in itself 
caused a general expansion on the international tube market requires further 
investigation. One should conduct investigations** to determine whether the 
absence of an international cartel would be likely to cause, with a reasonable 
probability, the introduction of permanent competitive elements into that 
market or whether there is an even greater probability that other and possibly 
stronger marketing controls would have replaced the cartel. 

There are eminent scholars who seriously believe that one of the possible 
alternatives to most international cartels in the marketing of standardized com- 
modities and services is ‘free’? competition, and that what is desirable is a 
strongly enforced international Sherman Act in order to bring about a renaissance 
of the “‘disintegrating” capitalistic economy. To quote only one example from 
recent economic literature, Professor Alexander Riistow distinguishes between 
industries “enjoying . . . inevitable monopoly conditions” and other industries. 
The former “should be taken over by the state”; the rest should be compelled 
by legal and administrative regulations to follow a reasonable degree of ‘efficiency 
competition” without slipping into cut-throat competition. He believes that 
by legal means and by administrative policies “‘a fair degree of efficiency com- 
petition can be strictly maintained in the whole realm of private market econ- 
omy.” It is most regrettable that Professor Riistow could not elaborate his 
study by details. He writes: “We cannot concern ourselves here with proposing 
methods of realizing this aim.’** Conversely there are many examples discussed 


31 Herbert Hoover, then Secretary of Commerce, in a severe attack against international 
marketing controls, based on restrictive measures of governments (coffee, silk, nitrates, 
potash, rubber, quinine, iodine, tin, sisal, some dye-stuffs, quick-silver, certain tanning 
extracts, etc.), emphasized that ‘‘true and effective judgment as to the course of action 
that should be taken by nations can only be formed by a hammering of the facts upon the 
anvil of debate.’’ Address before the Chamber of Commerce, Erie, Pa., Oct. 31, 1925, 
printed in Charles R. Whittlesey, Governmental Control of Crude Rubber, Princeton, 1931, 
p. 217. 

82‘*General Sociological Causes of the Economic Disintegration and Possibilities of 
Reconstruction,’”? Appendix to Wilhelm Répke, International Economic Disintegration, 
New York, 1942, pp. 280-281. Dr. Riistow did not elaborate on the point as to why state- 
owned industries should produce more beneficial effects on the international market than 
privately owned industries which may be subject to strong control by their national govern- 
ments. Professor Lionel Robbins presented the problem of the possibility of maintaining 
competition by legal and political measures very sharply. He does not recognize other 
reasons for all kinds of national and international marketing controls than ‘‘because men 
acting as political citizens have willed that [they] should exist.’’ In his opinion our exist- 
ing legal structure is not an adequate framework for “‘genuinely free enterprise.’ Neither 
technological development nor progress in communication and transportation influences 
his stern attitude in this regard. In his opinion “‘in a world free from trade restrictions 
and statutory support for monopoly, the tendency of free enterprise to break down monopo- 
listic positions would be sufficiently strong in all save exceptional cases to make any talk 
of a general and spontaneous tendency to unification of all industries completely out of 
touch with reality.”’ If we suffer from the consequences of an economic system interwoven 
by marketing controls “‘we suffer not from necessity but from choice.’’ Op. cit. pp. 156-157. 
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in literature where outstanding statesmen regarded international cartels as the 
skeleton on which a co-operative international economy could be built.* 

Complaints about restrictive tendencies of cartels occasionally originate in 
political motives. German authors bitterly complained about the restrictive 
tendencies of international cartels, accusing these controls of co-operating in the 
economic sanctions imposed upon Italy by the League of Nations.“ Broad 
generalizations concerning the undesirability of international cartels may divert 
the light from economic racketeers and other elements undermining vital in- 
terests of the community. The responsibility of people abusing economic power 
is blurred and diluted by putting all marketing controls in a common bag instead 
of distinguishing between combinations, according to more complicated value 
systems. Balanced expansionism in national production and international 
trade, elimination of dumping, restriction of trade barriers accompanied by a 
reasonably stabilized international monetary system, may require control 
mechanisms in international marketing of certain commodities. If private 
controls are selected for that purpose, one has to ask the question, touched upon 
above, as to whether private international marketing controis inevitably result 
in the lowering of the volume of international trade, and if not whether it is 
practicable to create conditions under which these private marketing controls 
may become the primary instruments for a balanced expansion. Such an in- 
vestigation does not preclude conclusions to the effect that desirable expansion 
of international trade in the future (generally, or with reference to certain com- 
modities and services) may be better arranged according to another institutional 
implementation, without marketing control, or by deliberate general suppression 
of marketing controls. 

The question, often asked by postwar planners, “‘are there any good things 
about an international cartel?” can be answered only in the light of every alter- 
native and only with reference to certain commodity and marketing situations. 
Excepting those cases in which technological and economic circumstances or 
governmental policies designed to protect the public interest render the com- 
petitive production and distribution of a given commodity or service inexpedient, 
the prevailing attitude in Western democracies justifiably gives preference to 


33 See Ervin Hexner, op. cit. pp. viii ff, 236. 

34 See, e.g., H. Linke, ‘‘Nationalwirtschaft und internationale Kartelle,’’ Kartell Rund- 
schau, (Berlin), 1938, p. 468. 

The concept of ‘‘expanded”’ production and trade occurs—rightly—in all domestic 
and international post-war plans. Balanced expansion implies that the aggregate of 
human wants will be more nearly satisfied in respect to both the quality and quantity of 
commodities and services. This further implies that the expansion in the production and 
distribution of commodities be so balanced among these several commodities and services 
that the total effective demand which can be permanently maintained will be greater than 
ever.—The Preliminary Draft Outline of a Proposal for An International Stabilization Fund 
of the United and Associated Nations, Revised July 10, 1943, prepared by experts of the U.S. 
Treasury emphasizes in a foreword by Mr. Henry Morgenthau, Jr., that it is important 
‘to promote stability in the prices of primary international commodities’”’ as one of the 
conditions of a balanced growth of international trade. It is probable that such a price 
stability requires some kind of marketing controls. 
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a competitive marketing situation. And even where public policies approve of 
or tolerate international marketing controls, such a policy does not imply the 
approval of cartel measures designed to suppress outside competition. 


VI 


The consideration of international cartels in the future may be based on over- 
simplified speculations which do not claim to be founded on factual research. 
Plans which rely on a comprehensive world government endowed with all- 
pervasive jurisdiction may outline a general scheme of international marketing 
controls, more or less directed by supranational agencies, which controls may 
comprise the skeleton on which both national production and international trade 
is based. Other planners may assume that intimate international political 
co-operation may arrange for all-inclusive legal regulations enforcing ‘effective 
competition” in significant international commodities. Still other planners may 
shun investigations and speculations concerning the future role of international 
marketing controls because such thinkers rely on future automatic adjustments. 
Many people’s ideas about marketing controls are blurred by over-optimistic or 
over-pessimistic estimates as to the possible effectiveness of influencing com- 
petition by international legal regulations and policies. It would be impossible 
in the framework of this brief study to refute oversimplified cartel plans. 
And there is little doubt that the unamplified proposals that a strong supranational 
agency should be established which would “exercise control” over international 
cartels, is practically worthless. These proposals become meaningful only when 
they set forth the policies which the cartels should be required to pursue. 

Public policy in regard to international cartels has to be based, on the one 
hand, upon known political and economic facts, including predilections and 
prejudices, and, on the other hand, upon those major post-war objectives, en- 
visaged as desirable and attainable. Unfortunately, the present investigations 
into the field of international marketing controls are very incomplete. This 
situation is frequently ascribed to the secrecy of industrial private agreements 
and to the confidential nature of the data on actual returns, etc. This secrecy 
is, no doubt, a factor, but one may safely assume that the efforts to collect and 
appraise the available source material have been insufficient and one-sided. 
Even though there is an extensive literature on the subject of international trade, 
there is no reasonably complete set of studies on the international markets of 
individual commodities and services from the point of view of marketing con- 
trols. The few comprehensive studies which are available are mainly focused 
on what is called foodstuffs and raw materials.** Furthermore, available studies 
do not run beyond the year 1937, though in the field of international marketing 
controls the period between 1937 and 1939 seems of great importance. It is 
submitted that the study of markets of processed commodities is somewhat more 
complicated than that of raw materials. Though, in international politics, 


36 See e.g. Eugene Staley, Raw Materials in Peace and War, New York, 1937, and C. K. 
Leith, J. W. Furness and Cleona Lewis, World Minerals and World Peace, Washington, 
1943. 
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modern slogans emphasize particularly the “access to raw materials,” the 
problems of marketing other materials are highly significant also particularly 
with reference to marketing controls. If difficulties of certain countries in ob- 
taining access to raw materials before the Second World War implied the lack 
of financial resources to buy certain commodities, one may assume that there 
were nations which had even less access to processed materials. And when this 
war is terminated, access to manufactured materials will be as equally pressing 
a problem as the ‘‘access to raw materials.” 

The prerequisite to the formation of a sound policy toward international 
cartels is the systematic collection of source material concerning the organization 
and operation of markets in the thirties. At least thirty up-to-date case studies 
are imperative in order to establish a factual basis for conclusions about inter- 
national marketing controls before 1940. Such case studies should investigate 
technological and marketing problems in order to determine to what extent the 
marketing of certain commodities inevitably tends to become non-competitive 
and which commodities and services, in pursuance of the public interest, ought 
to be subject to marketing controls (dangerous drugs, public transportation and 
communication facilities, armaments, explosives, etc.). The case studies should 
include an investigation of the economic and non-economic determinants of the 
location of production facilities. Attempts should be made to induce entre- 
preneurs to make source material accessible to the researchers, even though such 
attempts may not prove entirely successful. One might even ask whether one 
of the many institutions devoted to the study of international trade should not 
specialize to some extent in the marketing-control aspects of international trade. 
In the opinion of this author intensive research may tentatively determine, with 
reference to certain commodities and services, the technological, commercial, 
financial, and legal conditions under which competitive elements could be newly 
introduced or maintained in an international market. Such research may find 
alternatives to those marketing-control patterns which proved to be obnoxious to 
public interest. An investigation may result in the discovery of conditions under 
which international marketing controls may serve usefully the purposes of sundry 
public international trade and financial policies. 

There are several legal and political problems in connection with international 
cartels, which require additional research. One of the most important is the 
status in public and private international law of these private associations. The 
League of Nations established a special committee of experts (including one 
representative of the United States) to investigate legal problems connected with 
international marketing agreements. The report has been summarized in the 
following statement ‘‘...the conclusion has been that the question is of such 
difficulty that certain of the problems raised appear almost insoluble.’’*? Today 
such a pessimistic pronouncement seems unwarranted. 

The barren controversy between those whose political objectives necessarily 
require strong governmentally directed controls over all world markets and 
those who prefer international markets composed of competitive elements, 


37 Henri Decugis, Robert E. Olds, and Siegfried Tshierschky, Review of the Legal Aspects 
of Industrial Agreements, League of Nations, Geneva, 1930, pp. 6-7. 
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though not excluding private or public controls, will doubtless continue. There 
is no question, that the degree of co-operation of nations concerning marketing 
control policies will mirror the degree of general political and economic collabora- 
tion. National domestic economic organization will considerably influence 
international cartel affairs.** The influence of governments upon the policies of 
national groups in international marketing controls will be rather strong, even 
if the so-called free enterprise system should persist. Particular arrangements 
among nations, concerning currency stabilization, the limitation of trade restric- 
tions, migrations, the liquidation or renovation of provisions concerning lend- 
lease systems, the rehabilitation of backward areas, attack against mass unem- 
ployment, measures to avoid great trade fluctuations, and the promotion of 
international capital movements, will influence public policy as to marketing 
controls. Attempts will be made to establish a link between international 
political strategy and the direction of the policies of marketing controls, along 
the line taken in Art. 24 of the Covenant. The co-operation of international 
market controls will be suggested in order to strengthen the enforcement of 
international political regulations concerning the restriction of armaments, trade 
in dangerous drugs, international political sanctions, etc. Probably the liquida- 
tion of many economic problems connected with the permanent disarmament of 
the defeated countries will draw international controls into the picture. 

How far private marketing controls will extend and to what degree they will 
be “private” belongs in the realm of prediction.*® International combinations 


38 The plan of the British industry providing for rather complete national cartelization 
(Federation of British Industries, Reconstruction, London, 1942, and A National Policy 
for Industry, London, 1942, signed by 120 leading industrialists) met considerable opposition 
in the United Kingdom. See, e.g., ‘‘Industry after the War,’’ The Times (London, Novem- 
ber 29, 1941); G. L. Schwarz, ‘‘A Modest Proposal,’”’ The Nineteenth Century and After, 
(London, March 1943, pp. 149 ff.) and Joan Robinson, ‘‘Industry and State,” The Political 
Quarterly (London, 1942, pp. 400 ff.) 

39 Some recent opinions about the prospect of international cartels in the post-war world 
may be listed here. They were expressed by people whom the casual observer would expect 
to have quite different attitudes toward business combinations. However, they are ap- 
parently in full agreement as to the complete condemnation of international cartels as 
useful institutions of a co-operative post-war economy. Mr. I. F. Stone compares ‘‘car- 
tellers’’ with bootleggers who have to arrange for ‘‘protection’”’ with public authorities 
to ease their restrictive measures. ‘‘When you are trying not to increase the neighborhood 
supply of Scotch’”’—writes Mr. Stone—‘but to cut down the world’s supply of rubber or 
quinine, you have to go higher than the sheriff’s office. . . . Independent business men want 
to know where is all the free enterprise they heard about at the last Chamber of Commerce 
meeting....’”’ (‘‘Is a World Safe for Cartels a World Safe for Freedom?’”’, PM Daily, 
August 21, 1943, p. 2). The other opinion was expressed by the President of the United 
States Chamber of Commerce, Mr. Eric A. Johnston, on the occasion of his official visit 
with the Association of British Chambers of Commerce, in London, August 18, 1943. ‘‘No 
American can intelligently and sincerely promise you any co-operation in any system of 
world-wide cartels,” he said, for ‘‘the average American would call it economic imperialism 
and he is against it... .’’ He proceeded to compare the sentiments of Americans toward 
international cartels with their feeling toward political imperialism. According to Mr. 
Johnston, ‘‘The average American acutely questions all centralized dominance in any 
field and is forever conducting crusades to break down private monopolies and public 
bureaucracies alike.’”’ (The N. Y. Times, August 19, 1943, p. 7). Upon his return to this 
country Mr. Johnston recommended an international conference to clarify basic issues 
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of the corporate type will have to take into account objections of national govern- 
ments to the control over their national industries by foreigners and the desire of 
countries to attract foreign capital. Patent and similar controls will have to 
take into consideration the probability that national governments may object 
to the restrictive qualifications of licensing agreements. Private collective 
marketing controls, like others, will have to take into account general political 
tendencies aiming at the introduction of a supranational supervision of controls 
concerning (a) proper publicity of organization and marketing policies, (b) non- 
interference with or suppression of outside producers and distributors, (¢) non- 
discrimination in prices, supply of semifinished material, and other business 
conditions especially with reference to political considerations and with reference 
to the elasticity of demand, (d) problems of artificially maintaining marginal 
(high-cost) producers, (e) dumping at prices below prime costs, (f) possible 
abuses of economic power against labor, (g) suppression of technological progress, 
(h) discouragement of new enterprises in importing countries, (i) economic 
pressure inside and outside of the control organization, and (j) using the private 
marketing control for political purposes without the approval of international 
agencies. There will certainly occur a tendency to determine control by supra- 
national agencies the price and pricing policies of marketing controls. It would 
require a separate extended study to determine the theoretical and practical 
limitations within which such policies could operate. If there are no objections 
to private marketing controls other than monopoly profits secured through the 
elimination of the “‘wastes of competition,” these objections can be met most 
effectively by a “re-distributive” system of taxation. 

The discussion of international marketing controls established by diplomatic 
agreements does not belong in the framework of this article. However, it is 
most interesting to note that such marketing controls have been recently ex- 
tended up to 1946 by various governments (wheat, rubber, tin).*° In these 





of economic co-operation between English and American business. He predicted that 
agreement will not easily be attained because of fundamental differences in the “‘philoso- 
phies.”’ He said, ‘“‘We put the emphasis on opportunity, they put it on security. .. . They 
would like us to join in dividing up world markets, but ...it wouldn’t work. In this 
country we think of competition as essential to providing better products and greater 
service ... they want only profit, whereas we have always thought of ours as a profit and 
loss system. They would remove the loss.”’ N.Y. Times, Sept. 3, 1948, p. 7. Another 
recent opinion, even more important because of its moral and political significance should 
be quoted here. The Vice-President of the United States, Henry A. Wallace, in an address, 
September 11, 1943, foresaw international cartels as a major obstacle to the achievement of 
political freedom and international peace. Designating cartels as “international free- 
booters”’ he said, ‘“They talk about freer trade, but by dividing up world markets, restrict- 
ing production, stifling investment, playing one nation against another they have unwit- 
tingly fostered world depression and maintained economic feudalism. By eliminating 
competition they have replaced true capitalism with the dead hand of monopoly.”” N.Y. 
Herald Tribune, Sept. 12, 1943, p. 13. 

40 See e.g., Agreement between Belgium, Bolivia, the United Kingdom and the Nether- 
lands concerning the international control of tin, London, September 9, 1942, Treaty Series 
No. 9 (1942), Cmd. 6396. His Majesty’s Stationery Office, London, 1942. According to this 
diplomatic agreement, the four governments intend “‘to regulate the production and export 
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agreements the co-operation of consumers in an advisory capacity has been 
provided for. It requires detailed consideration to determine whether such 
consumer co-operation would be a workable instrument within private marketing 
controls. 

The probability of a fruitful operation of international cartels in an expanding 
economy has been compared by skeptics to alchemistic dreams about the trans- 
mutation of elements. The assertion that Lord Rutherford succéeded in putting 
these dreams into practice has met the rebuttal that such decomposition of ele- 
ments is very intricate and without practical significance because it requires ex- 
traordinary bombardment of atoms by huge atom smashers. One may assume, 
with a certain optimism, that the Second World War may play the role of a social 
atom smasher with reference to the societal responsibility of those entrepreneur 
groups who needed such strong interference. The same social force may weaken 
the practice of leaning on platitudes and shibboleths in cartel discussions. 
There will still remain for the economist, political scientist, jurist and statesman 
however, a wide field to explore; the problem of international cartels will re- 
quire both the insight of speculative genius and much toil in practical investi- 
gation and appraisal of facts. Because political discussions on the future role 
of international cartels are frequently linked to the concept of the freedom of 
individual enterprise it would be wise to devote great attention to a re-considera- 
tion of that freedom.‘t The purpose of this article has been to indicate the 
necessity for specific cartel studies. They may show that previous generaliza- 
tions must be revised, though they may also detect new danger zones. 





of tin . . . with the object of keeping world stocks at a normal figure, adjusting in an orderly 
manner supply to demand, while at the same time making available all the tin that may 
be required and preventing rapid and severe oscillations of price.”” The Agreement main- 
tains, as former international tin agreements did, consumers’ representation. Three 
consumer representatives are invited to attend the executive committee’s meetings “‘to 
tender advice . . . regarding world stocks and consumption.’’ Two of these representatives 
represent the tin consumers of the United States, one of the two being appointed by the 
Government of the United States, the other being the direct representative of United 
States tin consumers. The third consumer representative is appointed to represent the 
tin consumers other than those of the United States. 

41 The great importance attributed in the United States to the principle of freedom of 
enterprise may best be judged from an address, delivered at the Parrish Memorial Art 
Museum, September 5, 1943, by Nicholas Murray Butler. He designated freedom of indi- 
vidual enterprise in its broader sense as the cornerstone of all freedoms. There is no 
general agreement as to the meaning of freedom of enterprise. For many it suggests only 
freedom from public interference. For others it has a wider meaning which includes 
freedom from private economic pressure as well. Some regard, for instance, co-operation 
in the use of a basing point system as lying within the freedom of the entrepreneur, while 
others consider that a violation of their freedom. Whether the freedom of individual 
enterprise includes the freedom to combine in marketing controls has often been raised in 
European literature. E. A. G. Robinson asserts that in Great Britain this question has 
been decided in the affirmative. (Op. cit. p. 277.) The same opinion may be derived from 
an official statement by the Swiss Department of Justice. Cf. H. P. Zschokke, ‘Die 
schweizerische Kartellgesetzgebung und ihre verfassungsrechtliche Grundlage,” Kartell- 
Rundschau, (Berlin), 1938, p. 261ff. 
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Economie science continues to base its analysis of the economic process upon 
the assumption that human beings are ‘economic men” whose behavior tends to 
be consistent with their objective of making the best possible use of scarce re- 
sources. The significance of this assumption for economic theory can hardly be 
overestimated. It has shaped the entire technique of economic analysis. In 
fact, the economist’s belief in tendencies towards, and his search for levels of, 
equilibrium in the competitive economy can be understood only in the light of the 
assumption of the “economic man”’ and the rationality of his conduct. Even the 
practical arguments which economists have sometimes advanced in support of an 
economic policy of laissez-faire can be presented, as Sidgwick showed so con- 
vincingly, as mere deductions from the premises of rational human conduct ‘“‘not 
requiring any wide study of social phenomena” and business practices... Indeed, 
it is difficult to imagine what would remain of the impressive system of theoretical 
conclusions of modern economics if the assumption of rational human conduct 
had to be abandoned. It is the purpose of the present study to re-examine the 
validity of the assumption of rational human conduct for the interpretation of 
modern industrial society. 


I 


As a first step towards such a re-examination, it is essential to outline the 
ideological origin of the assumption of rational behavior. The almost universal 
acceptance of hedonistic theories of human conduct in classical economics, can be 
understood only in the light of the general political situation which prevailed in 
Europe and America prior to, and for several decades after, the anti-mercantilistic 
revolutions which occurred at the end of the 18th century. In opposition to the 
political and economic paternalism of the absolute state, hedonistic psychology 
advanced the revolutionary idea that the greatest happiness of the greatest 
number could be achieved if men were free to do as they pleased. In a society of 


: “Thus, it may be argued first that from the universality of the desire for wealth, from 
the superior opportunities that each individual has, as compared with any other person, 
of learning what conduces best to the satisfaction of his wants, and from the keener concern 
he has for such satisfaction, any sane adult may be expected to discover and aim at his own 
economic interest better than government will do this for him. Then, this being granted, 
it may be argued, secondly, that consumers in general . . . seeking each his own interest 
intelligently, will cause an effectual demand for different kinds of products and services, 
in proportion to their utility to society; while producers, generally seeking each his own 
interest intelligently, will be led to supply this demand in the most economic way, each one 
training himself or being trained by his parents for the best rewarded, and therefore, most 
useful, services for which he is adapted.”” See H. Sidgwick, The Principles of Political 
Economy, (Third ed.). (London: Macmillan and Co., 1901, p. 29.) 
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free individuals, it was held, the natural egoism of human beings would induce 
everybody to obtain the maximum of individual felicity. By assuming, fur- 
thermore, that the interests of individuals and groups within society do not 
fundamentally conflict with one another, it was easy to conclude that the maximi- 
zation of the well-being of individuals coincided with the optimum of social or 
general welfare. 

The particular manner in which individuals were believed to obtain a maximum 
of individual felicity consisted in the avoidance and diminution of all “pains” on 
the one hand, and the augmentation of all ‘‘pleasures”, on the other. Bentham, 
in “his effort to introduce exact methods into all discussions of utility,’ put this 
principle of common-sense utilitarianism merely into an appealing and ap- 
parently precise form. His so-called ‘calculus’ is nothing but a proposal for a 
quantitative computation of the values of all pleasures and those of all pains in 
terms of their “intensity”’, ‘duration’, “certainty’’, “proximity”, and ‘‘extent’’.* 
Bentham was well aware of the difficulties involved in such a computation. In 
fact, he made it quite clear that the calculus could not be strictly pursued pre- 
viously to every human act, or to every legislative or judicial operation. Never- 
theless, he thought that the principle of the calculus might, at least, always be 
kept in view.‘ 

According to Bentham, the calculus was applicable to pleasure “‘whether it be 
called good. ..or profit ...or convenience or advantage, benefit, emolument, 
happiness and so forth; and to pain whether it be called evil . . . or mischief, or 
inconvenience or disadvantage, or loss, or unhappiness and so forth.’”* If this 
enumeration indicates that Bentham by no means conceived of “pleasure” and 
‘‘pain”’ in a physical sense only, his full realization of other than purely ‘‘ma- 
terialistic”’ motives of human conduct can easily be ascertained from his quali- 
tative distinction between various “pleasures” which included, in addition to the 
pleasures of wealth and possession, the pleasures of skill, amity, power, piety, 
benevolence, as well as the pleasures of a good name and those dependent on 
association, etc.6 However, all these “common pleasures”’, except perhaps those 
of benevolence, are, as Bentham puts it, “‘self-regarding’”, i.e., they spring from 
the universal principle of self-interest. 

The classical economists of the 19th century reduced this heritage of quanti- 
tative egoistic hedonism to further simplicity for purposes of their theoretical 
investigations. While never formally accepting the hedonistic calculus, they 
considered and recognized, of all the ‘‘simple pleasures”’ of the utilitarian system, 
only the “‘pleasures of wealth” as the dominating and most typical motives of 
human conduct in economic matters. Bentham’s calculating utilitarian, who 


2W. C. Mitchell, ‘“Bentham’s Felicific Calculus’’, reprinted in The Backward Art of 
Spending Money and Other Essays, (New York: McGraw Hill Book Co., 1937,) p. 180. 

3 J. Bentham, An Introduction to the Principles of Morals and Legislation, (Edition of the 
Oxford at the Clarendon Press, 1907), p. 29. 

4 Tbid., p. 31. 

5 Tbid., pp. 31-32. 

6 Ibid., p. 33. 
7 Tbid., p. 41. 
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sought the maximization of all pleasures became the rational “economic man” 
whose action was moved exclusively by the desire for gain and possession. Of 
course, it was never thought that human beings were guided exclusively by the 
desire to accumulate a maximum of material possessions. After all, the econ- 
omists of the 19th century were learned philosophers and psychologists who 
knew full well that human behavior was influenced by a number of other factors 
than those which moved the “economic man”. They were fully aware of the 
importance of altruistic motives and disinterested action in human behavior. 
Perhaps they did not completely realize the complexity of human motivation, 
but they cannot be accused, as Dickinson rightly points out, of a ridiculous 
blindness to ideal motives. However, they held that none of the altruistic and 
other possible motives were of such typical and general significance as the desire 
of wealth, and that, therefore, it was legitimate to disregard them, or at least to 
give them secondary consideration only, particularly in the initial stages of 
economic analysis.° 


II 


Idealistic opponents of hedonism have attacked the ‘“‘economic man” assump- 
tion on the grounds of its apparent crude materialism, which, in their view, gives 
only a distorted and unreal picture of human motivation.'° The crux of the 
matter is, however, whether economic analysis would gain in realism if it gave 
more consideration to altruistic motives and disinterested action. For example, 
would economic theory become more realistic if it assumed that entrepreneurs, 
under a system of private property and free enterprise, are moved by the desire 
to render services to others, to make sacrifices for the community and to live a life 
of contentment in poverty? To put the question in this way is to answer it. In 
fact, one can hardly think of any better personification of the rational economic 
man than the modern business corporation. Even more consistently than the 


8Z. C. Dickinson, Economic Motives: A Study in the Psychological Foundations of Eco- 
nomic Theory, with Some References to Other Social Sciences. (Cambridge: Harvard Uni- 
versity Press, 1922.) p. 79. 

9 Finally, it must not be overlooked that without the simplifying assumption of the 
economic man and the rationality of his conduct, the classical economists could not have 
established their work on a scientific basis. For scientific generalizations in economics are 
possible only if human behavior can be assumed to be sufficiently regular and determined 
by relatively simple motives. As J. Robinson pointed out, if ‘‘individuals act in an erratic 
way only statistical methods will serve to discover the laws of economics, and if individuals 
act ... from a number of complicated motives, the economist must resign his task to the 
psychologist.’? See The Economics of Imperfect Competition, (London: Macmillon and Co. 
1933), p. 6. See also A. Marshall, Principles of Economics (London: Macmillan and Co., 
1936), pp. 25-28. 

10 The critics were especially successful in refuting the idea and possibility of the hedonis- 
tic calculus. However, as already pointed out, Bentham’s quantitative approach to 
accurately measuring pleasures and pains does in no way constitute an essential element 
of the general theory of hedonistic psychology. The latter bears about the same relation 
to the hedonistic calculus as that existing between the fundamental idea of marginal valua- 
tion in general and certain recent attempts to introduce quantitative precision into the 
discussion of economic valuation by nice calculations of infinitesimal degrees of utility. 
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small-scale manufacturer of early capitalism, the corporation, aided by refined 
methods of cost accounting and market research, concentrates all its efforts on the 
maximization of profits and private wealth. 

Closely related to the problem of profit maximization as the primary motive of 
business activities is the question of whether business men can reasonably be said 
to be able to achieve their aim. Indeed, economic theory has always assumed 
not only that the entrepreneur desires to maximize profits but also that he 
actually is able to pursue business policies consistent with thisend. Such ability 
to maximize profits would appear to presuppose a knowledge of future develop- 
ments which is not always possible, at least not in a dynamic economy. Under 
constantly changing conditions it is, for instance, not possible for the entre- 
preneur to forecast with any degree of accuracy either future cost of production or 
product prices. Furthermore, in a world characterized by mutual interde- 
pendence of all economic phenomena, and a high degree of substitutability 
existing among practically all economic goods and services offered in markets, 
even the most refined methods of statistical observation can hardly be expected to 
reveal the elasticity of demand for the commodities produced and sold by the 
individual firm. The same is true with respect to the elasticity of supplies of the 
raw materials and labor which the firm requires for its productive activities. As 
a result, ‘even the most up-to-date businesses have only the vaguest notion of 
what kind of demand curves they have to deal with”. Under these circum- 
stances, it is at least doubtful whether the individual entrepreneur can still be 
presented as being able to arrange his affairs in such a way as to produce at the 
highest profit combination or in the technical language of modern economics, at 
the point of equality of marginal costs and marginal returns.” 

Economic theory usually meets these doubts as to the producer’s ability to 
maximize profits by explaining that the latter is, at least, able to approach the 
optimum combination by a process of trial and error. ‘We need not imagine,” 
Mrs. Robinson points out, “that he—the individual producer—is able to plot the 
demand and cost curves throughout their length, but merely that he can see 
whether selling a little more of his product than he does at present will increase or 
decrease his net gains. As long as marginal revenue exceeds marginal cost, there 
will be a tendency for him to increase output, and as long as marginal revenue 
falls short of marginal cost there will be a tendency for him to contract output 

.’’8. With this qualification, it seems to us, the assumption of the ‘‘economic 
man” and thc rationality of his conduct is typically correct, at least in so far as 
the behavior of the entrepreneur is concerned. As a legitimate simplification for 
purposes of theoretical analysis, this assumption has contributed materially to 
our understanding of the business man’s actions and decisions in the analysis of 
which classical as well as modern economic theory is primarily interested. 

11 J. Robinson, op. cit., p. 56. 

12 Under conditions of duopoly, oligopoly and product differentiation, the general dif- 
ficulty forecasting future cost and product prices is increased rather than reduced, due to 
the fact that in these cases the reaction of sellers upon the decisions of their competitors 


with respect to output or price tends to become highly unpredictable. 
13 J. Robinson, op. cit., pp. 56-57. 
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Ill 


However, with the gradual abandonment of objective theories of value in 
favor of the subjective approach of Menger, Jevons, Walras and their prede- 
cessors, economic theory had to pay more attention to behavior of the individual 
consumer. Indeed, the individual’s problem of utilizing limited resources for the 
satisfaction of competing wants soon became the point at which economic theory 
started its interpretation of the mutually interrelated processes of consumption 
and production. In this undertaking, nothing seemed more natural to the new 
generation of economists than to base their analysis of consumers’ behavior on the 
same general assumption of rational economic conduct which had proved so 
successful in the analysis of the productive process. 

In fact, the question whether this assumption—although typically correct with 
regard to the average entrepreneur—might possess much less validity with 
respect to the individual consumer never arose, because economics had already 
adopted a purely behavioristic attitude. Economics, it was argued, does not 
have to concern itself with controversies as to the fundamental motives of man’s 
action, but takes human behavior for granted. In other words, it was said to 
take ‘‘as premises only what men are actually seen to do, and consequently, is not 
involved in psychological disputes as to why they act’. This attitude is gen- 
erally based upon the conviction that there is no other alternative than to accept 
the consumer’s choice as final evidence of what contributes best to his general 
welfare. Only the individual himself, it is asserted, is able to evaluate the 
relative importance of his competing wants and, consequently, there is no ob- 
jective way of telling how to maximize one’s well-being. Consequently, the indi- 
vidual’s choice must always be assumed to serve his ends in accordance with the 
relativeimportance which he attributes to them. By virtue of his preference, the 
individual’s behavior not only is rational in the sense of being consistent with his 
chosen ends, but at the same time maximizes his well-being. Indeed, the 
“economic man” becomes surprisingly non-committal, presenting himself simply 
with these words: ‘I may behave one way and I may behave another, but what 
is that to you? You must take my choices as you find them; I choose as I choose 
and that is all you really need to know.’ 

This non-committal attitude toward the consumer’s behavior so characteristic 
of modern economics is often defended on the ground that any positive evaluation 
of the consumer’s conduct would involve the evaluation of “ends” of human 
activities and therefore can have no place in the scientific analysis. This was the 
position Max Weber took, in his famous essays on objectivity in the social 


147. C. Dickinson, op. cit., p. 13. 

15 J. M. Clark, ‘‘Socializing Economics,”’ reprinted in Preface to Social Economics, (New 
York: Farrar and Rinehart, 1936,) p.9. H. Kyrk presents the same circular reasoning in 
her comments on the familiar explanation that it is the first principle of all choice to gratify 
our most intense desires first. ‘‘But what are our most intense desires? Simply those 
that are satisfied first.’” See H. Kyrk, A Theory of Consumption, (Boston: Houghton 
Mifflin, 1923,) p. 137. 
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sciences'® to which L. Robbins refers as follows: “Economic analysis is wertfret 
in the Weber sense. The value of which it takes account are valuations of 
individuals. The question whether in any further sense they are valuable 
valuations is not one which enters into its scope.”?” In the same sense, Mises 
speaks of the “subjectivity of the science of human conduct which takes the 
valuations of all acting human beings for granted; it maintains complete neu- 
trality toward such valuations and does not itself pass value judgments on 
human aims and ends. . . . It is this subjectivity of our science which at the same 
time accounts for its objectivity; its readiness to accept valuations of individuals 
as basic data not subject to any criticism, raises our science above partisanship 
and political struggles and makes it a science not based upon any Weltanschauung 
or system of morals; in other words, its subjectivity makes it objective, wertfrei, 
unbiased, universal and simply ‘human’.’’!® 

Although it is not the purpose of this analysis to discuss the fundamental prob- 
lem of a value-free objective social science,!* it should be pointed out that neu- 
trality toward human wants makes sense only as long as it is confined to the field 
of theoretical inquiry and interpretation. Fowever, if we derive conclusions in 
full neutrality and use them as a basis for practical arguments in favor of, or 
against a particular course of action, we carry our assumed neutrality beyond the 
pale of theoretical analysis into the field of practical policy where it has no place. 
For, practical policy requires and is necessarily based upon an evaluation of, and 
discrimination between, different ends, i.e., the very opposite of neutrality. As 
pointed out above, the importance of the assumption of rational human conduct 
has never been confined to the field of abstract inquiry and analysis. For, 
theoretical conclusions arrived at on the basis of this assumption have been used 
again and again as practical arguments in favor of a policy of non-interference 
with private economic activities. In other words, economists often failed to see 
the limitations of their conclusions for the formulation and conduct of public 
policy. No wonder, therefore, that governments in so many instances were 
unable to heed their advice. 


IV 


In reality, the position of the consumer in modern society differs in a number of 
ways from that of the entrepreneur. Whereas the latter is usually able to 
measure precisely, that is, in monetary terms, the relative profitableness of 


16 Max Weber, “Die Objektivitat sozialwissenschaftlicher und sozialpolitischer Er- 
kenntnis’’ and ‘‘Der Sinn der Wertfreiheit der soziologischen und é6konomischen Wissen- 
schaft”’ reprinted in Gesammelte Aufsdtze zur Wissenschafislehre, F. C. B. Mohr: (Tiibingen, 
1922,) pp. 146-214 and pp. 451-502. See especially pp. 149-152. 

171. Robbins, An Essay on Nature and Significance of Economic Science, (London: 
Macmillan and Co., 1940) p. 91. 

18 Translated from Nationalékonomie, Theorie des Handelns und Wirtschaftens, (Genf: 
Edition Union, 1940) pp. 15-16. 

19 For a stimulating discussion of this question, see Ch. A. Beard, ‘Memorandum on 
Social Philosophy,” Journal of Social Philosophy, Vol. V, No. 1, pp. 7-15, esp. pp. 14-15. 
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alternative courses of action, the consumer’s capacity to compare the results 
obtainable from different choices is much more limited. He is unable to judge 
the quality of the goods and services of a highly complex civilization and his 
ignorance of the physiological requirements of his physical and mental well-being 
stand in sharp contrast to the entrepreneur’s usual expertness in appraising the 
relative usefulness and economic productivity of available materials and available 
factors of production. Still other considerations arguing against the likelihood of 
“reasoned choices” on the part of the consumer can be found by examining 
human behavior in the light of modern psychology. There seems to be funda- 
mental agreement among psychologists of different schools that the behavior of 
human beings is influenced and determined by a complex mixture of instincts, 
emotions, passions, impulses, habits and prejudices and a complicated interaction 
of customs, conventions, fashions, mass-suggestions and other modes of persua- 
sion. Hardly any of these factors is conducive to rational choice. Indeed, many 
of our instincts, habits and customs have lost their positive functions. As long 
as man’s general environment changed only slowly, he could perhaps rely upon 
his instincts and habits originally developed in the slow process of his adaptation 
to the world around him. But, in a world of rapid economic and social changes, 
with business conditions, incomes, selling techniques, commodities, etc., shifting 
from year to year and even from month to month, the average consumer fre- 
quently finds himself wholly unprepared and completely unadapted to new 
situations. Having no other alternative, he follows old established behavior 
patterns, which, in most cases, solve the new problems only inadequately, if at 
all. In any event, there seems to be no basis for the belief that human beings, 
guided by instincts and habits as some sort of “unfailing intuition” are able to 
find the best solution of their economic problems. 

Further elements of irrationality in the behavior of consumers are revealed if 
one considers the various “‘modes of persuasion” through which the social and 
institutional environment influence the individual’s behavior. Psychologists and 
sociologists have analyzed these influences repeatedly, without, however, inducing 
economists to reconsider their assumption as to the economic rationality of the 
consumer. Among others, Cooley examined the influence which the well-to-do 
classes have over the expenditures of the poor. ‘As people of leisure and pre- 
sumptive refinement they (i.e., the richer classes) have prestige in forming those 
conventions by which expenditure is ruled.’”° As a result of this “class control” 
of consumption, ‘‘we see... cooks and shop girls dress in imitation of society 
women and .. . clerks mortgage their houses to buy automobiles”’.”* 

Even earlier than Cooley, Veblen called attention to, and analyzed, the 
psychology behind all those ‘‘methods of demonstrating the possession of wealth” 
through which the individual consumer wishes to impress neighbors and other 


20°C. H. Cooley, Social Progress, (New York: Scribner, 1918) p. 304. See also J. H. 
Hobson, Work and Wealth: A Human Valuation, (New York: The Macmillan Co., 1916) 
pp. 140-141. 
21C. H. Cooley, op. cit., p. 304. 
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transient observers.” The “conspicuous expenditures” and, indeed, all “con- 
spicuous consumption” must be considered as an expression of the irrationality of 
consumers’ behavior, at least, if we are willing to appraise consumers’ choices from 
a more objective and less non-committal point of view than that which underlies 
traditional economic theory. 

However, the greatest obstacle to any rational behavior of the consumer is 
probably the fact that human preferences can be, and actually are, to an ever- 
increasing extent, influenced by sellers and other persons with a commercial 
interest in the consumer’s choice. In this connection, it must be noted that 
modern competition has become more and more “monopolistic”. In contrast 
with the conditions prevailing during the 19th century, when numerous small 
competitors exercised only a negligible influence over the supply and prices of 
largely homogeneous commodities, production in many fields tends to be more 
and more concentrated in the hands of a few competitors. Under such condi- 
tions, it is not only profitable but essential for the entrepreneur to engage in 
various kinds of sales-promotional activities. In fact, under conditions of mono- 
polistic competition, the commercial survival of each competitor depends upon 
) his ability to increase the demand for his particular product and to make it as 
inelastic as possible. To this end, the seller must convince the consumer of the 
special qualities, whether real or imagined, of his products as compared with 
those of his competitors. If this is correct, i.e., if the entrepreneur’s survival 
depends upon his ability to create and maintain a demand for his “differentiated” 
article, he can hardly be expected to abstain from making exaggerated and even 
misleading claims as to the superiority of his particular article or brand. In 
short, the farther we move away from the competitive system of early capitalism 
to the monopolistic conditions of the 20th century, the more solidly entrenched 
becomes the institution of advertising and sales promotion” in the economy. 

Various arguments have been advanced to defend the assumption of rational 
human conduct in an era of almost unrestricted sales promotion. Thus, it has 
been pointed out that advertisements perform certain “educative” functions 
insofar as they describe for the consumer the use and desirability of available 
commodities together with their quality and prices. Along similar lines, 
economists have distinguished between “informative” and “competitive” ad- 
vertising™ justifying the former as a means of increasing the consumer’s knowl- 
edge and disapproving of the latter as merely a method “of transferring the de- 


2'T. Veblen, The Theory of ihe Leisure Class, (New York: The Modern Library, Inc., 
1931), pp. 97-98. 

% As used in this context, the term “‘sales promotion” includes the promotion of brands, 
trade marks and fashions; it refers to the use of price appeals, installment sales, free deals 
and contests; and finally, it may take the form of misrepresentation ‘“‘such as exaggerated 
or unfounded claims, misleading terminology, deterioration of quality, misrepresentation 
of quality and obscure pricing”. See C. S. Wyand, The Economics of Consumption, (New 
York: The Macmillan Company, 1937), p. 272. 

5 24 A. Marshall distinguished between ‘‘constructive” and ‘‘combative’’ advertisements. 
See his Industry and Trade, (London: Macmillan and Co., 1919), pp. 304-307. 
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mand for a given commodity from one source of supply to another.”™ As a 
matter of fact, it cannot be denied that imperfect knowledge on the part of con- 
sumers as to available commodities and their respective qualities and prices 
makes for inelastic demand; advertising that offsets this ignorance offers greater 
opportunities for competition although always at an additional cost which 
must be covered by the price.» However, it should not be overlooked that the 
first and only purpose of advertising and all other sales-promotional activities is to 
sell; in some cases, this purpose is served by offering the consumer truthful ‘and 
detailed information, helping him make a more reasoned choice of commodities. 
But in the great majority of cases, selling efforts play upon the buyer’s suscepti- 
bilities; as Chamberlin puts it, they “use against him (the buyer) laws of psy- 
chology with which he is unfamiliar and therefore against which he cannot 
defend himself, which frighten or flatter or disarm him—all of these have nothing 
to do with his knowledge. They are not informative; they are manipulative.’ 

Similarly, the commercial promotion of brands and trademarks—an integral 
correlate of advertising—is not necessarily helpful to the consumer. While 
doubtless contributing to uniformity and standardization—although rarely ac- 
cording to scientific specifications—brands and trademarks often give the 
commodity a “‘fictitious individuality” preventing ‘the consumer from com- 
paring it with competitive products of identical composition. He—the seller— 
diverts attention from the weight, the quality and the price of the article he is 
selling, to the shape, size, the color of the package in which it ishoused. Through 
his advertising he creates a reputation for this package which is intended to take 
it out of competition.’’* Instead of describing, brand names, in many cases, 
misrepresent the branded commodity; instead of assisting the consumer, their 
great number confuses him.” Moreover, habits and customs often tend to bind 
the consumer to inferior or deteriorated brands. 


2% A.C. Pigou, The Economics of Welfare, (London: Macmillan and Co., 1932), p. 196. 
2°. Chamberlin, The Theory of Monopolistic Competition, (Cambridge: Harvard Uni- 
versity Press, 1933) p. 119. 

27 Tbid., pp.119-120. Another serious student of the matter comes to similar conclusions: 
‘... advertisements are not written to help people make a reasoned choice of commodi- 
ties, they are written with the object of inducing them to buy particular things, and they 
naturally exaggerate the uses and merits not only of the commodity but of a particular 
make of the commodity. Moreover, thc vast majority of advertisements do not confine 
themselves to pointing out the uses of commodities; they make the appeal not to the reason 
but to the emotions, of the consumer. Suggestion, reiteration, attractive illustration— 
these are all devices to induce people to buy the article without making comparisons or 
calculations. They certainly do not assist his judgment as to the relative satisfactions 
to be obtained from different commodities or add to the relative satisfactions to be ob- 
tained from commodities and leisure.’’? D. Braithwaite, ‘‘The Economic Effects of Adver- 
tisements,’’ Economic Journal, 1928, vol. XX XVIII, pp. 19-20. 

28 C, Wilcox, ‘‘Brand Names, Quality and Price,’’ Annals of the American Academy of the 
Social Sciences, vol. 173, May 1934, p. 81. 

29See Hearing before the TNEC (May 1939) Part VIII, Problems of the Consumer, pp. 
3309-3328. According to estimates of G. K. Burgess, former director of the U. 8. Bureau 
of Standards, there are as many as 10,000 brands of wheat flour, 4,500 brands of canned corn, 
1,000 brands of canned peaches, 1,000 brands of canned salmon, 1,000 brands of canned peas, 
500 brands of mustard, and 300 brands of pineapple. See S. H. Slichter, Modern Economic 
Society, (New York: Henry Holt and Co., 1931), p. 553. 
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In the light of the foregoing considerations, it seems to be more than question- 
able to assume that man’s desires are the expression of his own personality. In- 
stead, our preferences and especially our cultural wants are continuously being 
molded by outside forces and persons interested in the outcome of this process. 
In contrast with the conditions under early capitalism, business today is con- 
cerned not only with the production of commodities for the satisfaction of con- 
sumers demand, but with the creation and direct “manipulation” of the latter 
“guiding general instincts into particular channels and focusing general wants 
into the desire for particular objects.”™ If the individual consumer ever enjoyed 
the strategic and directing position which economic theory has attributed to 
him, he most certainly has lost it in our times. Today, “what every man brings 
into the world of markets and trading is not wants .. . but merely the raw ma- 
terial out of which wants are fashioned.’*! Of course, the individual consumer 
may still be said to satisfy his wants in the order of their intensity; indeed, “the 
still buys what he thinks is most desirable but getting him to think as he does 
has been the job of millions of sellers. ...’*? To some extent, therefore, con- 
sumer’s choices and behavior patterns may be said to reflect merely the relative 
advertising skill and financial strength with which different producers and 
sellers are able to direct their respective sales-promotional campaigns. 


¥ 


In the light of the above considerations, it is not surprising to find that con- 
sumers’ desires often deviate from objective standards of what is ‘desirable and 
essential. Perhaps the most alarming evidence of the fact that actual consump- 
tion and individual choices have ceased to be in fundamental harmony with 
objective requirements of human health and efficiency, can be found in the field 
of nutrition. Practically all recent investigations into this problem have re- 
vealed the widespread existence of serious deficiencies in the state of nutrition of 
large masses of consumers if compared with such objective standards as are 
available at the present stage of our knowledge in these matters.* It is true, 
these deficiencies are due to a marked degree to the fact that large numbers of 
consumers in all countries receive incomes which are insufficient to command 


30 J, M. Clark, “Economics and Modern Psychology’’, reprinted in Preface to Social 
Economics, op. cit. p. 116. 

31 Jbid.,p.100. In this connection it is, perhaps, significant that Schumpeter’s analytical 
scheme of economic evolution is based upon the assumption “‘that all change in consumers’ 
tastes is incident to, and brought about by, producers’ action’. In other words, Schum- 
peter considers cases of consumers’ initiative in changing their tastes as negligible and un- 
typical enough to disregard them in economic analysis. See Business Cycles, (New York: 
McGraw Hill Book Company, 1939), I. pp. 73-74. Another economist who, with J. M. Clark, 
recognizes “‘the obvious fact that the wants which an economic system operates to gratify 
are largely produced by the working of the system itself” is F. H. Knight, The Ethics of Com- 
petition, (New York: Harper and Brothers, 1935) p. 46. 

32C. S. Wyand, op. cit. p. 481. 

33 Of course, there is no general norm of nutrition; different amounts of calories, proteins, 
minerals and vitamins are required by human beings under different conditions of age, oc- 
cupation and general environment. But it is precisely these requirements of an adequate 
diet under different conditions which are known and fundamentally agreed upon by physio- 
logists. 
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goods and services deemed, by the respective standards, as essential for the 
maintenance of health. At the same time, however, it was revealed that a 
substantial number of consumers, though enjoying sufficient income, nevertheless 
suffer from defective consumption because they spend their money in an ill- 
considered manner. Thus, the International Labor Office, as early as 1935, in a 
study of the problem of nutrition in its relation to health and social policy in 
various countries, pointed out that “the facts brought to light . . . undoubtedly 
indicate that there is widespread malnutrition among various sections of the 
population of different countries. Such malnutrition, however, is not always 
an indication either of poverty or of ignorance. It may be the result of careless- 
ness or indifference.’”** As regards the state of nutrition of workers in 
particular, the report summarizes the results of the investigations as follows: 
‘‘Large numbers of the working population not only in impoverished or depressed 
areas but even in the most advanced industrial countries are inadequately 
nourished. Such malnutrition and undernourishment are not the result merely 
of temporary dislocation due to an industrial depression, though a depression 
usually has an aggravating influence. It is a condition found among many 
employed workers in times of normal business activity.’”** While attributing 
such mal- and under-nourishment primarily to low income or lack of purchasing 
power, the report, nevertheless, emphasized that “inadequate and insufficient 
nourishment among workers is due in some measure to an ineffective use of 
available income owing to ignorance of nutritive values, inability of the poor 
housewife to make the best use of her money, etc.’’*6 

The result of several years of careful investigation carried out on an inter- 
national scale under the auspices of the Health Organization of the League of 
Nations points in the same direction: ‘Ignorance of the principles and main 
features of the modern science of nutrition is one of the commonest causes of 
deficiencies in nutrition. . . . Ignorance is prevalent not only among the poorer 
classes of the population where it aggravates the ill-consequences of lack of re- 
sources: investigations made in the wealthiest countries have revealed the fact 
that defective, inadequate or ill-considered nutrition exists, and that even 
among the wealthier classes there is ill-considered nutrition due to inadequate 
knowledge.’’*? Undoubtedly, similar methods of analysis would reveal the same 
state of ill-considered choice in other fields of human consumption. 

Equally alarming, although perhaps less tangible in its implications, is the 
general cultural impoverishment to which an increasing number of social sci- 
entists are calling attention. Partly a result of sales promotional efforts, and } 
partly also in response to the demand of great masses of consumers, an increasing 
share of productive energies is devoted to the creation of products which are 
not only of inferior quality but “incapable of satisfying any but the most super- 


34 International Labor Office, Worker’s Nutrition and Social Policy. (Geneva: Studies 
and Reports, Series B, No. 23, 1936) p. 5. 

35 Tbid., p. 166. 

36 Tbid., p. 166. 

37 League of Nations. The Problem of Nutrition, Vol. I, Interim Report, (Geneva: 1936) 
. 21. 
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ficial desires.’”** As Beckerath put it “the consumer, through the efforts of 
producers and dealers, is driven towards an increasing unrest and superficiality 
in the conduct of life. The culturally and ethically valuable sense of harmony in 
the surroundings and the clothing of man is in danger of being lost, together with 
his personality. It is replaced by an entirely impersonal striving for sensational 
change....’%® A similar cultural impoverishment is concealed behind much 
so-called “scientific”? work and pseudo-artistic creations in literature, radio and 
cinema; it reflects itself in a serious degeneration of tastes and an enslavement of 
mankind to dubious standards of consumption which economic analysis can 
hardly afford to disregard much longer.*® 


VI 


In the light of the foregoing analysis, it becomes evident that the traditional 
acceptance of consumers’ preferences as the sole and only measure of what 
contributes best to their well-being fails to serve any scientific purpose. Indeed, 
in a world in which man’s desires are determined by a complex mixture of ig- 
norance, emotions, habits, prejudices, as well as various modes of persuasion and 
sales-promotional efforts, the economist’s neutrality towards consumers’ “‘en 
tends to defeat his search for philosophical truth. Under modern conditions 
any non-committal attitude which takes as premises only what consumers are 
actually seen to do, without inquiring into the forces which mold their preferences 
and desires, can only produce non-committal, if not misleading, conclusions of 
little practical significance. ‘ 

Once this non-committal attitude is abandoned, the assumption of rational 
conduct of the consumer becomes untenable even as a simplification for purposes 
of theoretical analysis. The average consumer is unable to make rational 
choices and thus to maximize the want-satisfying power of his limited-income 
resources. This is not to say that consumers’ behavior is completely unreason- 
able or foolish. Of course, the individual consumer is still struggling to get as 
much as possible for his money. But his ignorance, the complexity of present 
civilization, environmental factors and sales-promotional efforts in modern 
economies frustrate many efforts of the consumer to achieve his aims. It is 
these factors which make it seem necessary to abandon the assumption of rational 
behavior of the individual consumer and with it the theoretical and practical 
conclusions which economic theory has deduced from it. To outline the con- 
sequences of such a step both for economic theory and practice is eon purpose of 
the concluding part of our analysis. 


VII 


The abandonment of the assumption of rational human conduct with respect to 
the individual consumer would make it necessary for every economist to study 


88 C, S. Wyand, op. cit., p. 434. 

89H. V. Beckerath, Modern Industrial Organization, (New York: McGraw Hill Book Co., 
1933) p. 192. : 

40 One of the few economists who have shown concern over this deterioration of our wants 
is F. H. Knight, op. cit. pp. 51-52 and pp. 74-75. 
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the forces which influence human wants in modern industrial societies. Instead 
of taking consumers’ desires for granted and treating them as data, economists 
will have to devote much more attention than hitherto to the study of human 
conduct. As a result of such an analysis, it might well be found that the forces 
which influence the consumer are so manifold and his behavior so irregular that 
the use of any simplifying assumption as to his conduct could only lead to a dis- 
tortion of reality and would make any analysis and interpretation of the economic 
process unrealistic and misleading. Moreover, such a study of human behavior 
would reveal that the average consumer plays a much more passive role in 
modern economies than traditional and modern economic theory usually at- 
tributes to him. Changes in his preferences originate in his environment rather 
than in himself. As a matter of fact, Schumpeter’s assumption “‘that all change 
in consumers’ taste is incident to, and brought about by, producers’ action’ 
constitutes a much more realistic approach to the problem of consumers’ conduct 
than a theory which attributes to the consumer a directing position in the 
economy. In fact, in a world in which producers’ activities are not limited to 
the supply of commodities but are directly concerned with the “creation” of 
demand, it is at least doubtful whether the analysis of market values (price) 
in terms of fundamentally independent supply and demand schedules and curves 
can be expected to yield realistic results. 

Furthermore, the abandonment of the assumption of rational conduct of the 
consumer, would make it impossible to interpret his behavior as tending toward 
some kind of individual equilibrium approaching the optimum solution of his 
economic problem. This interpretation makes sense only as long as we accept 
consumers’ preferences as the only and final evidence of what contributes best to 
their well-being. It is this non-committal attitude—as we have pointed out— 
which deprives the theoretical conclusions of modern economics of much—if not 
all—significance for the formulation of judgments on practical policy. In other 
words, if economists wish to bridge the gap that continues to exist between 
economic theory and economic practice, they cannot merely take consumers’ 
wants for granted, but have to face the task of evaluating and appraising human 
desires in terms of objective standards. Of course, this is not to suggest that 
economists ought to become physiologists, busying themselves with the elabora- 
tion and formulation of scientific standards of human consumption. What is 
needed, however, is a greater willingness on the part of the economists and the 
social scientists in general to take notice of and to assimilate to their reasoning a 
number of recent advances in our knowledge of the physiological requirements of 
human health and efficiency. 

Any evaluation and appraisal of consumers’ wants will have to be based upon 
some classification of human desires, for example, according to whether they 
arise out of physiological needs of the human organism or whether they answer 
less essential impulses reflecting merely the individual’s passive reaction and 
subordination to mass-suggestion and other influences emanating from his social 


41 J. A. Schumpeter, op. cit., vol. I, p. 73-74. 
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environment. Numerous classifications of human wants advanced by different 
economists might be used at least as a starting point for further investigations. 
While always open to objections on some grounds, such classifications would 
at least demonstrate how misleading it is to consider all human wants indis- 
criminately as “ultimate ends.” Indeed, certain wants might easily lose their 
so-called “ultimate end” character and turn out to be “means” towards the 
attainment of such conditions of human existence and survival serving merely 
as a basis for the normal development of the higher and cultural aspirations 
of the human race. 

In any event, it need hardly be emphasized that the evaluation of human 
preferences and consumers’ desires exceeds the limits of all traditional economic 
analysis. Indeed, any such appraisal transgresses into ethics and the realm of 
general social philosophy. However, it would be unjustified to conclude there- 
from that the evaluation of consumers’ wants must always remain a subjective 
one, and that any policy based thereon must of necessity become an arbitrary 
control of consumption. On the contrary, recent advances of our knowledge 
have provided us with objective and generally accepted standards of consump- 
tion, especially with respect to problems of nutrition. Moreover, it is precisely 
the existence of such objective standards which makes the evaluation of existing 
preferences not only possible but also tolerable by furnishing a considerable 
safeguard against the danger that a policy of guiding consumers’ choice based 
upon such an evaluation might degenerate into “tyranny and log-rolling.”” 

For, there should be no doubt that the practical inferences to be drawn from 
our analysis point towards the need of improving the present “backward art of 
spending money”, as W. C. Mitchell once characterized the average consumer’s 
inability to make the best possible use of his limited income. This goal can be 
reached only by means of a public policy designed to guide consumers’ desires 
and preferences in accordance with such scientific standards of human health and 
efficiency, as are generally agreed upon by experts. Such a policy implies an 
extension of government regulation into a field which, so far, has been relatively 
free from state intervention. It is the tragic merit of the Second World War that 
it emphasizes the dangers which result especially from a state of faulty and in- 
adequate nutrition not only for the health and productive efficiency of the 
individual, but also for the defense of the nation. In fact, it is only since 1939 
that the need for a public policy designed to aid and educate the consumer in 
maintaining proper dietary standards has been widelyrecognized. Determined 
efforts in this direction have been, and are still being, made in all belligerent 
countries. Our analysis points to the conclusion that a public policy of con- 
sumers’ guidance has a permanent place in any system of government regulation 
even after the passing of the war emergency. The purpose of such a policy is 
not to provide for absolute rationality in human behavior but merely to en- 
courage and stimulate reasonable conduct. It implies “a belief that the rational 


42 J. M. Clark, ‘‘The Basis of War-Time Collectivism,’’ American Economic Review, vol. 
VII, 1917, p. 790. 
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elements in men ought to be encouraged and their reasoning faculties be de- 
veloped to the fullest possible extent.’ The means to be employed in order to 
achieve this end are education, persuasion and suggestions offered by disin- 
terested persons and agencies instead of high-pressure advertising and sales 
promotion of the commercial type. 

Brought up in the tradition of classical economics and influenced in their 
reasoning by the idea of the individual’s rationality and his sovereignty as a 
consumer, economists may be reluctant to face these facts. They may evade 
the issue by questioning the validity of objective standards or by branding their 
adoption for purposes of public policy as an attempt to establish a dictatorial 
control of consumption. Or, they might take the position, like the economists 
of the 19th century, that the main task before us is to increase the efficiency of 
the productive system and that the solution of all other problems depends upon 
the improvement of. the art of creating goods and services. This argument 
however, overlooks the fact that if consumers’ desires are no longer in harmony 
with, or even are opposed to, their needs, “then the more efficient their system 
of production becomes, the more harm they will do themselves.’“* Indeed, under 
such conditions, “‘an efficient industrial system promotes national deterioration 
rather than well-being.” In any event, if against better knowledge we operate 
our economy on the assumption that the individual is the best judge of his gen- 
eral well-being, superficial and ill-considered consumption is likely to continue 
to be the common phenomena that it is today even among the wealthier classes 
in the wealthiest countries. 


4G. D.H. Cole, Europe, Russia and the Future, (New York: The MacMillan Company, 
1942) p. 94. 

44T.N. Carver, Principles of National Economy, (Boston and New York, Ginn and Co., 
1921) p. 45. 

45 Jbid., p. 45. Horkheimer gives expression to the same idea when he writes: “‘It is 
obvious that man may be materially, emotionally and intellectually impoverished at de- 
cisive points despite the progress of science and industry. Science and technology are only 
elements in an existing social totality, and it is quite possible that, despite all their achieve- 
ments, other factors, even the totality itself, could be moving backwards, that man could 
become increasingly stunted and unhappy, that the individual could be ruined and nations 
headed toward disaster.”” See ‘‘The Social Function of Philosophy,”’ Studies in Philosophy 
and Social Science, Vol. VIII, 1939, p. 327. 
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THE THEORY OF UNION BARGAINING POWER 
JOSEPH SHISTER 


Cornell University 


It has long been recognized that “bargaining power’’ is an important factor in 
accounting for union wage patterns. A perusal of the literature on union wage 
policies will reveal, however, that this concept has not been elaborated with suf- 
ficient precision to make it useful as a tool of analysis.1_ The purpose of this paper 
is (1) to elaborate such a tool of analysis, (2) to apply it to a concrete case of 
union wage patterns, and (3) to explain why bargaining power alone cannot 
explain union wage scales in all circumstances. 


I 


A given union (A) will be said to possess greater bargaining power than another 
union (B), if A can, at the same cost as B, obtain a greater concession (in wages or 
otherwise) from the same employer (or group of employers). Or, what comes 
to the same thing, A will be said to possess greater bargaining power if it can at 
a lower cost than B, obtain the same concession from a given employer (or group 
of employers).2 Before proceeding to analyze the elements which determine the 
bargaining power of any union, it is necessary to comment briefly on the use of 
the word ‘‘cost” in the above definition. 

The cost incurred by a union in gaining a wage increase (or other concession) 
from an employer (or group of employers) can take one or more of the following 
forms: (1) Some labor organizations have unemployment insurance funds, estab- 
lished either independently or in co-operation with the employers. Unemploy- 
ment resulting from a given union wage policy, for example, will entail the 
payment of benefits to those laid off. This is definitely a cost to the union. 
(2) A union may be able to obtain a wage increase (for example), but, as a result, 
some union men may be laid off. Union members who are unemployed for some 
time may withdraw from the organization; in such a case the union may be 
weakened, financially and otherwise. This weakness, in turn, may affect the 
union’s later ability to resist successfully a concession demanded by the em- 
ployers—a wage reduction for instance. Unemployment which can lead to such 
a situation, may well be considered a cost tothe union. The cost to be attributed 
to a given volume of this unemployment will, of course, vary with the socio- 
economic environment within which the union operates. (8) A strike is another 
cost to a union, which may be entailed by the desire to obtain a given concession 
from an employer, or resist a concession demanded by him. 


1A notable exception is the concept developed by Dunlop and Higgins, in their article 
on, ‘“‘Bargaining Power and Market Structures”’, Journal of Political Economy, February 
1942. But the ‘‘tool’’ elaborated by these writers, although more useful than the one to be 
developed in this paper in some respects, is, nevertheless, less useful in other respects. 

2 This definition has been suggested to the writer by Professor Slichter, in both his oral 
and written teachings. Professor Slichter has not, however, shown what elements deter- 
mine the bargaining power of any given labor organization in the light of this definition. 
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We now turn to the analysis of the main elements determining the degree of 
bargaining power of a union. These elements can be classified into three basic 
categories: (a) the elasticity of the demand for the union labor in question; (b) 
the quality of union representatives; (c) the ability to strike successfully. We 
shall consider each of these separately. 

Since, as previously pointed out, unemployment is a cost to a union, it follows 
that the greater the elasticity of demand for the union labor, the smaller the 
bargaining power of the union, other things being equal. This is true whether 
the demand schedules for the types of union labor in question remain stable or 
shift over time, provided that the relative elasticities do not change in the course 
of the shifting.* Different elasticities in the demand for union labor of various 
types can result from a multitude of conditions. The development of non-union 
competition in a given industry increases the elasticity of the demand for the 
union labor. A union which does not have a closed-shop contract will find that 
the elasticity of the demand for the labor of its members is greater than that of 
a union having a closed-shop contract, other things being equal. Similarly, the 
appearance of labor-saving devices will increase the elasticity of the demand for 
the union labor in question. The greater the proportion of costs constituted by 
the wages of the union labor, the greater the elasticity of the demand for the 
union labor.‘ Finally, a union producing a commodity for which there are 
adequate substitutes will find that the elasticity of the demand for the labor of 
its members is greater than if these substitutes did not exist. 

The quality of union representatives® lies in their ability® to obtain the maxi- 


mum wage rate compatible with the union objectives and the elasticity of the 
demand for the union labor. Not all union representatives possess equal ability 
in this respect. Thus, if we assume that we are dealing with two unions, A and 
B, which have the same objectives, and the demand schedules for the labor of 
each are of identical elasticity, it is possible for A, for example, to obtain a greater 


3 It should be noted that in this paper only the elasticities of the demand schedules for 
the various types of union labor are considered as relevant to their bargaining power. 
Thus, if the demand schedules for the labor of each of two unions, A and B, are of identical 
elasticity (over the relevant range), one union (e.g., A) can obtain a greater increase in its 
scale than B, at the same cost as B, if the demand schedule for A’s labor shifts more to the 
right than that of B. (It is assumed that the two schedules were in the same positions prior 
to the shift.) A greater increase obtained by A under these circumstances will here be con- 
sidered as attributable not to different bargaining power, but rather to differencesin the 
‘economic conditions”’ of the ‘‘industries” in question. This distinction is made for the 
purpose of facilitating statistical analysis of union wage data, as will be shown below. 

4 As Mrs. Robinson has shown, this is true only in the case where the elasticity of sub- 
stitution is less than the elasticity of the demand for the commodity. (The Economics of 
Imperfect Competition, London, 1933, p. 261.) 

5 By union representatives here is meant the union men serving on union scale or arbitra- 
tion committees. 

6 “Ability” is, of course, a non-quantitative factor, and, therefore, cannot be measured 
directly. Nevertheless, the ability can be ascertained from the quantitative result attained 
by it. Thus, if one union representative can obtain greater concessions from a given union 
employer than another representative, other things being equal, it is quite logical to con- 
clude that the first one has greater ability than the second one. 
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wage (rate) increase than B by having a more aggressive scale committee, a scale 
committee made up of more able bargainers.” Similarly, if arbitration is resorted 
to, some representatives may be able to present a better brief to the arbitrator 
than others,® and/or choose an arbitrator more favorable to the interests of labor. 
Finally, and most important of all, there is the question of the perfection of 
knowledge on the part of the union representatives. This will be analyzed in 
the following paragraph. 

Let us assume that we are dealing with two unions, A and B, whose repre- 
sentatives are equally aggressive, and equally able with respect to arbitration. 
Let us assume, furthermore, that the elasticity of the demand for the labor of 
each of the unions is identical over the relevant range. Let us assume, finally, 
than A and B have the same objectives, and that the cost of a given volume of 
unemployment is the same to both organizations. 

Now, in the light of the above assumptions, suppose that B (more exactly, its 
representatives) underestimates the elasticity of the demand for the labor of its 
members, while A interprets the demand correctly. Other things being equal, 
B will insist on, and (it is here assumed) obtain, a greater scale increase than A,° 
at the time of negotiating a new scale. But B has obtained a greater concession 
than A at a proportionately greater cost than A. Hence the bargaining power of 
B is less than that of A. The weaker bargaining power of B results from the 
fact that B’s representatives are poorly informed on the demand for the labor of 
the members. Similarly, if B had overestimated the elasticity of the demand 
for the labor of its members, it would have obtained a smaller increase than A 
and its bargaining power would have been less than that of A, assuming that A 
had interpreted the demand for its labor correctly. 

The final element entering into the bargaining power of a union—the ability 
to strike successfully!°—is really made up of two factors. First, the right of the 
union to strike. In many cases the union has a contract with the employer which 
provides for conciliation and arbitration in settling differences between the 
parties, thus precluding the possibility of strikes. Secondly, if the union does 
have the right to strike, the problem arises of whether the union can win the strike 
by forcing the employer to meet its demands. This will depend on the resultant 


7 It is assumed here that A and B (more exactly, the representatives of A and B) deal with 
the same employer (or group of employers). If A and B dealt with different employers, and 
A were able to obtain a greater increase in wage rates under the conditions outlined in 
the text, the ‘‘aggressiveness’’ of A’s representatives would be greater than that of B’s only 
in relation to the “‘bargaining ability” of the employers with whom each of the unions was 
dealing. 

8 In the above analysis it is assumed that the union officials themselves draw up their 
arbitration briefs. This is not necessarily so; some unions hire specialists to elaborate their 
briefs for them. In such circumstances, some union officials may still be more astute than 
others by hiring a better specialist. 

® It is, of course, possible that the employers may not yield tothe union. This would not, 
however, affect the rationale of the analysis developed in the text. 

10 Tt should be noted that this element is not unrelated to the elasticity of the demand 
for the union labor in question. It does, however, involve factors which are not comprised 
in the element of elasticity and is, therefore, treated as a separate category here. 
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of the following factors: (1) the cost of the strike to the employer; (2) the cost to 
the employer of yielding to the union’s demands; (3) the cost of the strike to the 
union;"! (4) the loss in potential income to the union members resulting from 
the acceptance of the employer’s offer as well as the loss in actual (net) income 
during the course of the strike; (5) the correctness of the evaluation of each of 
the above factors by the union and the employer. 


II 


We shall now show how the tool of analysis developed in the preceding section 
can be used to analyze a concrete case of union wage patterns. The scales of the 
union crafts in each of the two branches of the printing industry in Cincinnati 
will constitute the object of investigation. 

(A) The unions connected with the book and job printing firms in Cincinnati 
are: the Cincinnati Typographical Union no. 3; the Printing Pressmen and 
Assistants’ Union no. 11; the Bookbinders and Bindery Women’s Union no. 19; 
the Stereotypers’ Union no. 5; and the Mailers’ Union no.17. Of these, only the 
first three have been dealing with the union employers continually since 1919. 








TABLE 1* 
aca PERCENTAGE INCREASE IN ABSOLUTE INCREASE IN 
WAGE SCALE 1919-1941 WAGE SCALE 1919-1941 
per cent cents per hour 
Pe iciciiiv. co si chentaaten eked 123.0 69 
ee rrr 111.0 40 
Pressmen and Assistants.............. 90.2 46 











* These figures are based on data obtained from the files of the unions in question. 


The wage patterns of each of these three crafts during the period 1919-1941" are 
shown in Table 1. It can be seen from these figures that the compositors have 
been able to increase their scale more than any of the other crafts. 


11 Tf it is a local strike, the union will be able to resist longer if the dispute is supported by 
a national strike fund rather than a local one. The existence of a strike fund in a union 
made up of crafts working in different branches of an industry (or different industries) raises 
some difficult problems in administration. This point is illustrated by the experience of 
the Brotherhood of Operative Potters. In 1922, strikes occurred in both the general ware 
and sanitary divisions of the pottery industry. The general ware branch settled first. 
While the sanitary workers were still striking, the defense fund of the union became de- 
pleted, and ‘‘.. . in January, 1923, the executive board called for an assessment of 5% on 
wages, to make possible the payment of benefits to sanitary workers. This caused consider- 
able irritation among the general ware members. . . . They had received an increase in wages 
of but 4 1/5% (as a result of their strike), after having accepted a reduction of 17% in the 
previous year, whereas the sanitary members were striking against a reduction from the 
‘peak’ wages of 1920.’”’ (D. A. McCabe, National Collective Bargaining in the Pottery In- 
dustry, Philadelphia, 1932, p. 48.) 

12 The locals of the photo-engravers and electrotypers deal with employers engaged ex- 
clusively in these allied printing trades, and do not, therefore, concern us here. 

18 The year 1919 was chosen as a base period because by that time each of the crafts had 
signed new contracts to replace the long-term agreements (of three and five years) which 
were in existence during the war period. 
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How is it possible to explain this? Certain possible explanations can be ruled 
out immediately. Since all the unions deal with the same bargaining unit of 
employers in the same industry, the heterogeneous pattern cannot be attributed 
to factors relating to the economic structure of the industry, such as cyclical or 
secular differences. Nor are the asymetrical wage patterns caused by different 
wage objectives of the unions in question. If some of the unions were more 
interested in “high” wage rates than a “large” volume of employment, these 
differing wage philosophies might lead to correspondingly different scale patterns. 
Such is not, however, the case, for all the unions in question are interested in 
increasing their real wage rates without decreasing the employment opportunities 
of the existing membership." 

The different movement of the wage rates cannot be accounted for by com- 
pensating differences in the movement of hours and/or working conditions. All 
the unions benefited equally from reduction in hours that took place between 
1919 and 1941. In May, 1921, the work week was reduced from forty-eight to 
forty-four hours, as a result of an agreement of the International Joint Con- 
ference Council entered into two years before.” In 1934, as a consequence of 
individual negotiations between the Cincinnati unions and the employers, the 
forty-hour week was put into force in the commercial shops. Overtime rates, 
too, have been similar for all the unions during the period in question.“ Work 
done in excess of the regular daily or weekly shift is paid for at the rate of one 
and a half times the regular rate.7_ Work done on Sundays and legal holidays 
is paid for at double the regular rate. The wage differential for workers operat- 
ing on the night shift is $3.00 in the case of compositors and the bindery workers 
and $2.00 in the case of the other three unions; these differentials have been 
maintained for nearly the entire period under consideration. Finally, the 
typographical union is the only one to receive vacations with pay, this condition 
having been obtained in1941. In this respect, therefore, the typographical union 
has forged ahead of the others. But it is also this union that has gained relatively 
more than the others in wage rates.” 

Now let us see whether the different patterns can be explained by the relative 
bargaining power of the crafts concerned. Of the three elements determining 
bargaining power,’ the third one—the ability to strike successfully—does not 
apply in this case, since all the crafts have contracts with the employers which 


14 This information was obtained fron! interviews with union officials. See J. Shister, 
“The Economics of Collective Wage Bargaining,’ Journal of Political Economy, Aug. 
1943, p. 338. 

15 For a discussion of this agreement see L. M. Powell, The History of the United Typothetae 
of America, Chicago, 1926, pp. 144, et seq. 

16 There has been little change in overtime clauses since 1919. 

17 There are two slight deviations from this general principle. The bookbinders’ contract 
specifies that the first three hours of overtime shall be paid for at one and one-half times the 
regular rate, and any work in excess of this at double the regular rate. The pressmen’s 
contract stipulates that ‘‘. . . four hours on Saturday may be worked by single price, pro- 
vided, through no fault of the employer, the maximum work-week of forty hours has not 
been attained on Friday. Under all other circumstances, work on Saturday shall be paid 
at the overtime rate.’’ 

18 See Table I. 
19 See supra p. 152. 
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prohibit strikes and lockouts, and provide for the settlement of all disputes by 
conciliation and arbitration. The first element, however—the elasticity of 
demand**°—is of substantial importance in explaining the wage patterns. The 
possibility of substituting capital for labor during the period under consideration 
has been greater in the case of the pressmen, press assistants, and bookbinders, 
than in the case of the other crafts. The appearance of the job-automatic 
cylinder press has made it possible for the small printing establishments to replace 
existing presses with job-automatics requiring a smaller number of men for the 
production of the same volume of printing. This phenomenon has, of course, 
increased the elasticity of the demand for union pressmen. Similarly, the ap- 
pearance of automatic feeders has increased the elasticity of the demand for press 
assistants and feeders.” Finally, the improvements in the bindery room ma- 
chinery in the last twenty years” have increased the elasticity of the demand for 
bindery workers. In the case of the compositors, however, no labor-saving 
devices have been invented in the last twenty years or so. Nor have the im- 
provements made in the linotype and monotype been of sufficient importance 
to increase noticeably the elasticity of the demand for compositors. As a conse- 
quence, the elasticity of the demand for the labor of the compositors has been 
less than that of the demand for the pressmen, press assistants or bindery work- 
ers. 

The second element of bargaining power—the quality of union representatives” 
—must also be brought into play in explaining why the typographical local has 
been able to advance its scales more than the other crafts. This viewpoint is 
supported by the results of the 1920 arbitration which involved all the crafts in 
question. The typographical local, arbitrating separately from the others, 
received $10.00 weekly increase in wages. The other crafts, presenting their 
case jointly before another arbiter, received only a $6.00 increase in their scales. 

(B) The printing unions dealing with the Cincinnati daily newspapers are: 
Typographical Union no. 3; Web Pressmen’s Union no. 20; Stereotypers’ 
Union no. 5; Photo-Engravers’ Union no. 13; Mailers Union no. 17. Of these, 
only the first four have been dealing continually with the publishers since 1919. 
Table 2 shows the patterns of the scales of the different crafts in question between 


20 Since all the printing crafts’ unions in Cincinnati have closed-shop contracts, it follows 
that the possibility of substituting non-union labor for union manpower does not enter into 
play here, and does not, therefore, affect the elasticity of the demand schedules for the vari- 
ous types of labor. 

21 See E. F. Baker, Displacement of Men by Machines, New York, 1933; pp. 18 et seq. 

22 Ibid, pp. 20 et seq. 

23 The principal ‘‘automatic’”’ machinery introduced in the bindery departments of the 
book and job-printing plants during the period in question have been those used for case- 
making, casing-in, and trimming. 

24 One of the officials of the bookbinders’ union in Cincinnati told the author that the 
employers use the possibility of technical substitution as a “‘whip over the head of the 
union’’, in scale negotiations. 

* The linotype and the monotype have been in existence since the latter part of the last 
century. 

26 See supra pp. 152 et seq. 
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1919 and 1941.27 It can be seen that the scale of the photo-engravers has 
progressed far more than that of any of the other crafts, and that of the com- 
positors less than that of the other crafts. What accounts for these patterns? 
As in the case of the book and job trades,”* factors relating to the economic 
conditions of the industry, to union objectives, and to compensating movements 
of hours and/or working conditions do not account for the heterogeneous wage 
patterns.2® Here again the explanation lies in the different bargaining power of 
the several crafts: especially the element of bargaining power pertaining to the. 
elasticity of the demand for labor, which seems to be significant in this case. The 
factor of crucial importance in the elasticity structures of the demand schedules 
for the various types of labor, here, is the one relating to the percentage of total 
costs of production constituted by the wage bill of each of the crafts. Thus, the 
number of photo-engravers employed in the Cincinnati newspapers amounts to 
only ten,®° while the number of compositors (hand and machine) is close to five 
hundred. But the importance of labor costs alone is not sufficient in explaining 
the wage patterns, for the stereotypers, with a working force of about seventy, 
have not been able to increase their scales to the same extent as the pressmen 








TABLE 2* 
UNION PERCENTAGE INCREASE IN ABSOLUTE INCREASE IN 
WAGE SCALE 1919-1941 WAGE SCALE 1919-1941 
per cent cents per hour 
Py ee ee eer 185.7 $1.04 
DI Sooo aod scene atthe eee 114.3 64 
SIE oo 555s.c 50s pec oa eee 87.6 56 
| ese sor toy 56.5 -49 











* These figures are based on data obtained from the files of the unions in question. 


with a working force of about one hundred and ten. It follows, therefore, that 
either or both of the two following facts must be brought into play to complete 
the explanation of the wage patterns: (1) the other factors affecting the elasticity 
of the demand for labor, and (2) the quality of union representatives. 


27 The reason for choosing 1919 as a base period is indicated in note 13, page 154 above. 

28 See supra pp. 155 et seq. 

29 From the writer’s field notes. 

30 This would, of course, make the demand for newspaper photo-engravers highly inelastic. 
Added to this is the fact that the newspaper publishers have been ‘“‘willing”’ to pay a high 
scale (establish a wage rate high up on the inelastic demand curve) because of the following 
condition: All the commerical photo-engraving plants in Cincinnati are unionized and the 
photo-engravers’ union has been pursuing a rather ‘‘restrictive’’ policy with respect to ac- 
cepting new members. Asa consequence, the competition between the newspapers and the 
commercial shops for union workers puts the union in a very strong bargaining position. 
There is little possibility of an influx of photo-engravers from other printing centers, be- 
cause a somewhat similar situation exists throughout the country. 

31 The element of bargaining power referring to the ability of a union to strike success- 
fully, does not come into play here because all the crafts have contracts with the employers 
which prohibit strikes and lockouts, and provide for the settlement of all disputes by con- 
ciliation and arbitration. 
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It is hardly likely that the first of the above facts is of any significance here 
because (a) during the last twenty years there have appeared no new labor- 
saving devices of any “importance” in the newspaper printing field,** and (b) 
the proportions of the different printing crafts used in production cannot be 
altered to any “substantial” degree. It seems, therefore, that the quality of 
union representatives must be alluded to in order to account for the hetero- 
geneous wage patterns. This viewpoint is substantiated by the two following 
facts: (1) There have been more than twenty arbitration cases, regarding new 
wage scales, during the period since 1919 in the Cincinnati newspaper branch of 
the printing industry; and arbitrations occurring at the same time for several 
of the unions (before different arbitrators) have resulted in differing awards. (2) 
It has happened that on the occasion of signing a new wage agreement, one (or 
more) of the unions decided to accept the employers’ offer rather than proceed 
to arbitration, while the others preferred to arbitrate the differences; and the 
final change in scales resulting in each of these cases has often been different. 


III 


Bargaining power alone, although sufficient as an explanation of the union wage 
patterns of the Cincinnati printing crafts, is not always enough in accounting for 
union wage scale behavior. Other factors must frequently be brought into play 
to complete the picture. These factors are: (1) Union objectives. (2) Economic 
conditions of the industry. 

(1) Hoxie has distinguished several types of unions from the standpoint of 
their functions. Among these types he has included “revolutionary” unions.* 
For such labor organizations the problem of attaining a high wage, the question 
of unemployment, and other similar issues, are entirely subordinated to the de- 
velopment of a strong class-consciousness among the members. Hence, even if 
such organizations are aware of the fact that a wage reduction, for example, 
might increase the employment opportunities of their members, they would still 
be opposed to such a decrease because a reduction would represent a concession 
to the employers, which might well weaken the class consciousness of the work- 
ers. A resistance to a wage deflation under these circumstances would be attrib- 
utable not to misinterpretation of the demand for the union labor by the organi- 
zation (or its representatives), but rather to the ‘“‘philosophy” of the union itself. 
In this respect, the case of the Tapestry Carpet Workers is pertinent. As Miss 
Palmer writes: ‘Although over a period of years, numerous occasions were offered 
when they (the tapestry-carpet workers) might, by concessions in rates, have 
saved the union or salvaged some employment for their members while unem- 
ployment was steadily increasing in the trade, they steadfastly refused to do so. 
They ‘went down fighting’.’’*4 


82 As yet, the teletypesetter, a recent innovation, is not used on any extensive scale. Be- 
cause of technical limitations, it is doubtful whether this instrument will ever be used for 
large newspapers. (See National Resources Committee, Technological Trends and National 
Policy, p. 244.) 

3% R. F. Hoxie, Trade Unionism in the United States, pp. 48 and 49. 

34G. Palmer, Union Tactics and Economic Change, p. 48. 
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If we assume that a union is of the so-called “business” type,* it is possible 
for it to make a choice between concessions from employers in the form of wage 
increases or in the form of shorter hours, better working conditions, vacations 
with pay, etc. Given this possibility of choice, it is quite conceivable that two 
unions with equal bargaining power may have different wage patterns because 
one is interested primarily in higher wage rates, while another is interested prin- 
cipally in (for example) more leisure. 

(2) As previously pointed out,®* the concept of bargaining power as developed 
in this paper does not take account of the fact that one union may be able to 
obtain a greater wage increase than another one, because of the fact that the 
demand curve for the labor of one organization shifts more to the right than 
that of the other, even though the curves are of identical elasticity. A difference 
in wage patterns attributable to such a state of affairs has here been considered 
as relating to the economic conditions of the industries (or branches of an indus- 
try) in question. The purpose of the distinction has been to facilitate the isola- 
tion of the elements responsible for heterogeneous wage patterns in practice, 
since it is often possible to infer from rather elementary statistical data whether 
or not there has occurred a shift in the demand for the union labor in question.” 
Now, it is quite conceivable that the possibility of a union’s getting substantial 
increases in wages is attributable to the economic conditions of the industry with 
which it is connected. The experience of the American Federation of Hosiery 
Workers is a case in point. During the era of the ‘twenties of the present cen- 
tury, this organization was able to obtain continual increases in its wage scale,** 
basically because the industry was expanding at a very rapid rate. The bargain- 
ing power of the union was, however, becoming weaker due to the rapid growth 
of non-union plants within the industry during the same period.* In other 
words, the elasticity of the demand for union labor was becoming continually 
greater. This weakening of the bargaining power of the union led, ultimately, 
to substantial reductions in union scales to enable the union plants to meet non- 
union competition.‘ 


35 Still following Hoxie’s definitions. 

36 See supra, note 3. 

37 For example, from such data as variations in product prices, variations in the volume 
of sales, etc. 

38 In 1927, many union knitters in the hosiery industry earned as much as $125 for a 48- 
hour week. (See Twentieth Century Fund, How Cdllective Bargaining Works, New York, 
1942, p. 451.) 

39 In 1920 the union plants accounted for about 75% of the output, but by 1927 this figure 
had decreased to about 40%. (Twentieth Century Fund, op. cit., p. 477.) 

40 See Twentieth Century Fund, op. cit., pp. 484 et seq. 
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Planning for the South. By John V. Van Sickle. Nashville: Vanderbilt Uni- 
versity Press, 1943. Pp. x, 255. $2.75. 

In spite of the abolition of the National Resources Planning Board by the 
present Congress, the word “planning” is coming into wider use both by econ- 
omists and by public administrators. The stability if not the survival of our 
economy in the post-war era is forcing into respectability this word that has had 
for many business men sinister Russian connotations. Professor Van Sickle does 
not hesitate to count himself on the side of those who believe in planning, though 
he is careful to stop considerably short of the totalitarian brand. To him 
totalitarian planning is synonymous with socialistic or fascistic systems, leading 
inevitably toward autarchy, war, loss of precious personal values and general 
enslavement of the individual. He avows “liberal planning” which seems to be 
a half-way position between totalitarian planning and laissez faire. Liberal 
planning, according to the author, should strive to make laissez faire work ac- 
cording to its three fundamental postulates, viz: complete knowledge, mobility, and 
responsibility. Unfortunately the author does not clothe these three broad 
general terms with much concrete meaning in terms of planning for the south. 

Following an opening chapter on the philosophy of planning the author offers 
a short chapter on the natural resources of the southern region. It is a most 
disappointing discussion in that only two natural resources are dealt with, soil 
and minerals. One would never know from this treatment that over half of all 
of the land in the South is covered with forests, the basis of a wide range of wood 
industries and products, supporting far more people than our minerals do; nor 
that our water power, our equable climate, our waterways including lakes, rivers 
and our Gulf and Atlantic exposures, to mention but a few, are resources at all. 

Our population in relation to our natural resources are then treated, with the 
conclusion that migration out of the region is a regrettable necessity for the pres- 
ent and the short-run future at least, but that a more satisfying solution to the 
over-population problem is to be found in the coming of industry to the region, 
creating employment opportunities within the region itself. A reduced birth rate 
is also desirable to help bring about a better balance between people and resources. 

Discrimination against the Negro is frankly admitted and certain economic 
consequences resulting therefrom are mentioned. As a solution, or more ac- 
curately as a working adjustment, the author pins his hopes on “equitable 
segregation”, by which he and others using the term seem to mean segregation 
without discrimination. “The shabbiness of the facilities available to the 
Southern Negro is due more to the poverty of the South than to the callousness 
of the whites toward the Negroes,”’ (p. 74.) 

Under ‘Proposed Goals for the Southern Region” the author considers and 
turns thumbs down on the philosophy and program of the Southern Agrarians, 
recognizing, however, much economic validity in the live-at-home farm program. 
He thinks the conclusions developed in Goodrich’s Migration and Economic 
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Opportunity are unduly and unreasonably pessimistic for the future develop- 
ments in the South and concludes that “our goal for the South calls for a more 
diversified agriculture, varied and prosperous industries, a marketing organiza- 
tion equipped to facilitate the intra-regional exchange of the products of Southern 
agriculture and industry, and to exchange regional surpluses for the goods and 
services most advantageously obtained from outside the region, a financial 
organization capable of providing at economical rates the funds for current trans- 
actions and of directing regional savings into regional opportunities, and finally a 
governmental organization equipped to satisfy the educational, recreational, 
health and aesthetic needs of a civilized people.” (Pp. 103-4.) 

To implement the above program the author advocates a system of land 
classification, involving the abandonment of most submarginal land for farming 
purposes, moving off the people and turning the land into forests or other non- 
farming uses; then by rural zoning and other measures grading the ‘“‘good” land 
and guiding its employment into channels of optimum productivity. The author 
recognizes how far public opinion in the South is from accepting any such 
program. 

The general property tax as practically the sole reliance of local governments 
is condemned. The program of helping tenants to become owners with govern- 
mental assistance is approved. The Social Security program is generally ap- 
proved though attention is called to the large percentage of southern workers in 
the exempt classes of the unemployment and old age systems; health insurance 
is regarded as a desirable next step; and public works should not be used exten- 
sively in areas where relief is most needed, since in those areas public improve- 
ments are not likely to be economically sound. 

Federal obstructions to sound regional development are listed and discussed 
as: (a) protective tariff; (b) freight rates; (c) the Fair Labor Standards Act, since 
a uniform national minimum wage does not recognize the long-standing southern 
wage differential which the author seems to hold is soundly based on lower living 
and operating costs in the region, and also since the minimum wage tends to 
force people out of the industrial segment of the economy into the already over- 
crowded agricultural segment; (d) collective bargaining, which tends also to 
eliminate regional wage differences; and (e) Federal housing subsidies which 
favor the urbanized as against the rural sections of the country. The reviewer 
questions the soundness of much of the author’s*reasoning throughout this 
chapter. It seems to be based partly on the assumption that the poverty of the 
South is an asset in drawing industry into the region and that the government 
should do little or nothing to interfere with the matter; and partly on the assump- 
tion that these Federal policies are handicaps to the South, rather than potential 
aids in the necessary reconstruction of the region. If the Federal Housing Act 
discriminates against the rural regions in favor of the urban, why isn’t the solution 
to extend the principle to the rural regions rather than to call the whole thing an 
obstruction? And so with collective bargaining and other aspects of these 
so-called obstructions. 

The last two chapters deal with Federal aid, favored by the author with ap- 
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portionment on the basis of “functional need”. Almost one-fifth of the book 
is here taken up with a more or less theoretical discussion of Federal policies 
dealing with such matters as grants-in-aid, the revenue system, war debts, deficit 
financing and reorganization of state and local fiscal systems. In fact in a book 
on planning the author seems to have planned his space rather curiously. Long 
digressions into by-ways of theory crowd out discussion of urgent practical 
planning questions such as the following: 

What types of manufacturing industries would best fit in with and complement 
the manufacturing industries already present in the South? Avoidance of certain 
industries may be as essential to a well-rounded development as the obtaining of 
new industries. 

Do we have the basic foundations for these needed new industries in our 
natural resources, our labor supply, our technological apparatus and our already 
existing agricultural and manufacturing economy? 

How can we proceed soundly to obtain these “right’’ kinds of new industries 
without bartering away our souls? 

How can we best capitalize on our strategic location, situated as we are squarely 
between the center of the United States and Latin America, as Western Hemi- 
spheric unity and development proceed? 

What is the proper role of the trade union, the school, the church, the Chamber 
of Commerce and other business men’s organizations in the development of a 
sane and practicable program of economic and social betterment of the Negro, 
to the end that this important element in our southern population may make the 
contribution to our future economy he should make? 

What needs to be done to make the Southland a more inviting region for tour- 
ists, vacationists, sportsmen and retired people, thereby developing a broad 
recreation industry based on favorable location and climate? 

Questions such as these are arising in the minds of thoughtful persons trying 
to plan for the post-war South. The author of the book under review has made 
a contribution but much remains to be said and done before we are really ready 
to proceed intelligently with the task of planning for the South. 

Woman’s College of the ALBERT 8. KEISTER 
University of North Carolina 


International Trade and the National Income Multiplier. By Fritz Machlup. 

(Philadelphia: The Blakiston Company, 1943. Pp. 237. $3.50.) 

The purpose of this book is to develop certain aspects of the theory of inter- 
national trade and capital movements using the technique of the money-income 
multiplier. The effects of changes in primary disbursements which accompany 
autonomous changes in exports or imports are analyzed in terms of their effects 
upon national income via the multiplier and thence on savings, and exports and 
imports. A period type multiplier analysis is employed and the effects of a given 
increase in primary disbursements are traced through each successive income 
period until a new permanent level of income is reached. The author estimates 
the income-propagation period, or the interval between successive income re- 
ceipts, to be about three months for the United States. 
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Dr. Machlup develops his analysis by means of a series of models in which he 
traces through the effects of autonomous changes in exports and imports on the 
trade relationships between two or more countries. Increases or decreases in 
imports or exports are called autonomous if they are not induced by a change in 
income. Induced changes in exports and imports are those which can be 
attributed to changes in income. Each model is illustrated by tables which show 
for each successive period the level of income and the repercussions on imports, 
savings and other variables admitted in the model. In all of the models the 
following assumptions are made: (1) the assumed propensities to save and to 
import are stable throughout the period; (2) prices, including foreign exchange 
rates and interest rates are unchanged; and (3) home investment is entirely 
unaffected by changes in foreign trade and by changes in income which result 
from changes in foreign trade. 

In Model I, Dr. Machlup assumes that the marginal propensity to save in the 
exporting country, A, is zero and that there are no foreign repercussions. An 
autonomous increase in exports from country A raises the level of income in that 
country, thereby inducing an expansion of imports. Assuming that the marginal 
propensity to import is equal to 3%, i.e., 74 of an increment of income will be 
spent on increased purchases of imported goods and services, and assuming an 
autonomous increase in exports which creates a primary income of $100 per 
period, the secondary income during the second period will be $70, the other $30 
being spent for imports. The total increase in income for the second period will 
be $170 and in each successive period the level of income will be higher by 
diminishing increments until the ultimate level of $333.33 is reached. In this 
case the multiplier is 3}. At the equilibrium level the induced increase in im- 
ports will be just equal to the autonomous increase in exports so that there will 
be no trade surplus although the level of income in country A will remain per- 
manently higher. 

Dr. Machlup states that in Model I the rise in income is made possible by a lag 
of imports behind exports. He suggests the analogy that the rise in national 
income results from a lag in savings behind investment, but points out that it is 
no longer fashionable to speak of such a lag. As a matter of fact, these processes 
are completely analogous. Moreover, the significant factor in the rise in income 
in both cases is not the time lag but the fact that a given increase in primary dis- 
bursements will raise the level of income to the point where induced leakages are 
just equal to the increase in primary disbursements. Given the marginal 
propensity to import, the shorter the period required for induced imports to equal 
the increase in autonomous exports, the sooner income will rise to the new level. 

In Model II, Dr. Machlup drops the assumption of a zero marginal propensity 
to save and assumes that the marginal propensity to save will be equal to 3% 
while the marginal propensity to import remains 33, as before. In this case the 
leakages total 35, and the full multiplier is 2. This case is different from that of 
Model I in that here equilibrium involves a continual export surplus for country 
A which is offset by the additional savings induced by the rise in income. The 
increase in income is brought to a halt by a combination of imports and induced 
savings, but induced imports do not rise to the level of the autonomous increase 
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in exports since the level of income is prevented from rising to the necessary 
amount by the increase in savings. The new savings find their outlet in foreign 
lending or in gold imports and are equal in equilibrium to the araount of the trade 
surplus. 

Foreign repercussions are introduced in Model III but induced savings are 
again ruled out. It is assumed that the increase in country A’s exports will be 
accompanied by a corresponding increase in country B’s imports and that the 
increased purchases of imported goods are accompanied by a like reduction in the 
purchases of domestic goods. The reduction in primary disbursements for 
domestic commodities and services in country B will result in a decline in B’s 
income which in turn will tend to reduce B’s imports from A. As a consequence 
of the reduction in B’s imports, there will be a reduction in A’s net export 
balance. 

Assuming the marginal propensities to import in countries A and B to be + 
and +5, respectively, an autonomous increase in exports from country A to coun- 
try B of $100 per period will result in an increase of $200 in the income of country 
A and a decrease of $200 per period in the income of country B. At equilibrium, 
trade will be balanced because of the absence of induced savings. 

The validity of the assumption that an autonomous increase in country B’s 
imports will be accompanied by an equal reduction in primary disbursements for 
domestic commodities and services is open to question. If consumers in country 
B, in response to a decrease in the prices of imported commodities, begin import- 
ing the same commodities which they had previously been buying in the domestic 
markets, the increase in expenditures on imported commodities will be less than 
the reduction in expenditures on domestic commodities. On the other hand, if 
the commodities imported are goods which do not compete directly with domesti- 
cally produced goods, the expansion of imports is likely to be accompanied by a 
rise in the marginal propensity to consume. To the extent that the marginal 
propensity to consume increases in country B, the reduction in purchases in the 
domestic markets will be less than the increase in expenditures for imports. 

In Model IV, the author introduces induced savings into his two-country 
model. Again this case differs from Model III in that in equilibrium trade is 
unbalanced, the final level of induced savings in country A being equal to the 
final surplus trade balance. In Models V, VI, and VII the system is expanded 
to several countries. 

In Chapter VIII, Dr. Machlup takes up the problem of capital movements 
with special emphasis on the question of the causal relationship between the 
trade balance and capital flows. His analysis of this chicken-or-egg controversy 
concludes that on the theoretical level it is possible to argue that both the ‘“‘neo- 
classical” and the “‘neo-mercantilist”’ positions are correct. Aside from implicit 
theorizing, however, Dr. Machlup believes the evidence points to the priority 
of capital movements. 

In his final chapter, ‘‘Apologies and Confessions’”’, Dr. Machlup discusses the 
limitations on his theory of international trade in the light of the limiting nature 
of his assumptions. He fully recognizes the artificiality of these assumptions 
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which include unchanged commodity prices, unchanged interest rates and foreign 
exchange rates, and the absence of additional autonomous changes in trade such 
as retaliatory import restrictions. He nevertheless believes, as does the reviewer, 
that the multiplier technique can be most useful in dealing with many aspects 
of the theory of international trade. 

Dr. Machlup warns that his theoretical conclusions should not be used as an 
argument for a protectionist position, even though it would appear from his 
models that a country may achieve a permanent increase in income at the expense 
of other countries if it is able to bring about an autonomous increase in exports, 
or what amounts to the same thing, an autonomous decrease in imports. 

“Tf full account is taken of all possible short-run effects—the (economically 
determined) changes in relative prices as well as the (politically determined) 
retaliatory measures—and also of the fairly certain long-run effects—impaired 
productivity through reduced division of labor—then the theory of the foreign- 
trade multiplier cannot be claimed as a tenable argument for protection.” 

Dr. Machlup believes that the most significant lesson to be learned from his 
analysis relates to the advantages of capital exports from countries with abundant 
capital to those countries with meager capital. An autonomous capital export 
by a lending country with an abundant supply of capital funds will generally not 
cause a reduction in primary disbursements in that country; while autonomous 
capital imports in a country whose capital supply is scarce and in which the 
demand for capital is urgent will increase primary disbursements and hence the 
level of income. The result will be an expansion of exports and national income 
in the capital-lending country induced by a rise in the level veil income in the 
capital-borrowing country. 

Division of Monetary Research RayMonpD F. MIKESELL 

Treasury Department 


Wartime Problems of State and Local Finance. By A. E. Buck and others. With 
a foreword by Frederick L. Bird. Philadelphia: Tax Institute, 1943. Pp. 
ix, 267. $2.50. 

Those individuals who desire to know what is going on in government 
finance without themselves becoming professional students of the subject turn 
by the thousands to the publications of the Tax Institute. These persons may 
be professional economists or political scientists, but they are increasingly public- 
spirited citizens of other callings; in each case the Institute provides one of the 
most effective means of securing popular but technically competent discussions 
of timely fiscal problems of government. This volume, reporting the symposium 
of late 1942, isno exception. It is made up of some seventeen discussions of state 
and local fiscal problems, each by a man particularly qualified to present an 
authoritative view on the segment of the problem he tackles. 

As in any such symposium the papers are of varying significance. Some of 
them undertake merely to state a viewpoint; some, to summarize available 
evidence; some, to argue a controversial point; and others, to develop a new angle. 
In the main, the purpose of the discussions is not to report research in new areas; 
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it is rather to inform the nonprofessional reader of public finance literature of the 
fiscal situation precipitated by the war for states and municipalities—or to con- 
vince him of the desirability of a favored policy toward that situation. 

The program committee, under the chairmanship of Frederick L. Bird of 
Dun & Bradstreet’s Division of Municipal Research, has been careful to assure 
the presentation of both sides of controversial subjects. Thus, the inter- 
governmental bond-exemption problem is presented by Robert 8S. Ford, an elo- 
quent proponent of status quo—at least for the war period—and by Paul Stu- 
denski an equally eminent apologist for the contrary view; the desirability of 
reserve funds is urged by Harvey S. Perloff, and the objections are argued by 
Alvin A. Burger. 

Although a few of the papers are practically negligible, the book as a whole is 
a credit to a valuable series of publications by the Tax Institute and its prede- 
cessor, the Tax Policy League. 

University of Kentucky James W. Martin 


The Pullman Strike. By Almont Lindsey. Chicago: University of Chicago 

Press, 1942. Pp. 385, $3.75. 

The essential iacts about the Pullman Strike have long been known to his- 
torians and are available to students in both economic history and labor economics 
textbooks; the roles of important personalities in the strike setting, like Altgeld 
and Debs, have been explored fairly comprehensively; the 1890’s were exhumed 
in the 1930’s by scholars seeking parallels between great depressions. There is 
nothing new in the world, reads the old saw. Yet Professor Lindsey has con- 
tributed an original and important study to the annals of American economic 
history. Employing much new and unused material and with the Pullman 
Strike as the core, he has bound up in this carefully documented study all the 
heretofore loose ends of events and personalities connected with the conflict. 

The Pullman experiment marked in the United States a new departure in the 
employer approach to labor problems. Throughout the post-bellum years, 
—years marked by frequent and often sanguinary capital-labor struggles—‘“‘the 
capitalists had been dealing labor blow for blow and had presented a front which 
in militancy and pugnacity was equalled only by that of the workers.”” George 
Pullman sought to dominate labor by more subtle means—a “‘paternalism wisely 
administered.”’ Hence the construction of the ‘model town” of Pullman which 
became in time a kind of medieval barony with virtually absolute control of the 
town government, the schools, and services in the hands of George Pullman, 
president of the Pullman Palace Car Company. Richard T. Ely wrote in 1885 
that ‘the idea of Pullman is un-American. . . It is benevolent, well-wishing feud- 
alism, which desires the happiness of the people, but in such a way as to please 
the authorities.” 

Professor Lindsey weaves into his narrative of the strike and the strategy em- 
ployed by both sides the sorry story of the rise and decline of the Pullman ex- 
periment. Originating in the town of Pullman, the struggle spread until it 
covered two-thirds of the United States, with a ferocity seldom equalled in the 
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chronicles of capital-labor conflict. Intervention of the Federal Government 
sounded the death-knell of the strike. The activities of the Federal government 
in bringing the strike to a close are treated in detail. Especially important is the 
fact that the Federal Government sought an injunction against the strikers and 
obtained indictments on the ground that they were guilty of violating the 
Sherman Anti-Trust Act. That Act long before it was effectively used against a 
business monopoly was heve invoked by the government of the United States 
against a strike. 

There is an excellent chapter on public opinion and the press. The newspapers, 
nearly unanimous in their hostility to the strikers, engaged in sensationalism, 
misrepresentation and other techniques of yellow journalism. ‘In the opinion 
of many editors the struggle represented anarchy; to others it was nothing less 
than a rebellion; but by nearly all it was viewed as a serious upheaval which 
should be pitilessly suppressed.” The book is written with reserve, is attractive 
in format, and is intelligently indexed. It will be of value to scholars in the social 
studies. It belongs in the tradition of meaningful scholarship of which Henry 
David’s “History of the Haymarket Affair” is a notable example. 

College of the City of New York Myron L. Hocu 


Labor’s Voice in the Cabinet, A History of the Department of Labor from its 
Origin to 1921. By John Lombardi. New York: Columbia University 
Press, 1942. Pp. 370, Price $4.00. 

It is rather discouraging to read studies of our past experience with labor 
relations and labor mobilization, for they indicate how little we learn from 
history and how prone we seem to be to repeat the mistakes of the past, one 
by one. 

Dr. Lombardi has prepared a careful and scholarly volume on the history of the 
United States Department of Labor from its early origins to the year, 1921. 
The book is divided into five parts: (1) early agitation for a federal department 
of labor and the development of the bureaus of labor statistics, (2) the develop- 
ment of various bureaus within the Department of Labor, (3) the attempt to work 
out uniform war-labor program during World War I, (4) the return to normalcy 
and the “red” scare after the war, and (5) a concluding chapter. More than a 
third of the book is devoted to the war period and the attempt to develop a 
planned war economy. 

Although the author hesitates to draw any broad conclusions, ifs interesting to 
note that even with a fairly unified labor movement during the last war and a 
high degree of concentration of war-labor activities in the Department of Labor, 
most of our current difficulties were present during World War I: Congress re- 
fused to appropriate adequa‘e funds for the Employment Service; war contracts 
were concentrated in certain areas, causing areas of labor shortage and surplus; 
labor turnover was extremely high and labor absenteeism rife; labor complained 
that it did not have proper representation in various war agencies; efforts to 
stabilize wages and to eliminate competitive bidding through centralized hiring 
under the Employment Service were only partially satisfactory; the Federal 
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Government tended to duplicate previous mistakes in this field both at home and 
abroad; a unified wage-man-power program adequate for the situation was not 
developed ; and the Federal Government failed to take strong action to handle the 
manpower problem by such methods as shifting labor from areas of relative 
surplus to those of relative shortage. Nevertheless, there is every indication 
that we handled the wage-man-power problem better during World War I, con- 
sidering the then existing conditions, than we have during the corresponding 
period of a year and a half during this war. 

Interesting questions are raised by Dr. Lombardi’s study. One, for example, is 
the question of the best personnel for government agencies handling labor 
matters. Although he does not directly discuss this matter, his book does 
indicate the great contributions which certain men without labor-union affilia- 
tions have made to the welfare of American labor through their activities as 
government employees. One illustration is the case of Carroll D. Wright, the 
first Commissioner of the United States Bureau of Labor Statistics, whose ap- 
pointment was regarded with suspicion by labor. The issue of labor representa- 
tion in the government, which arose with Wright’s appointment, still continues to 
plague Washington. 

There are many more such current issues upon which a reading of Dr. Lom- 
bardi’s book throws interesting historical light. 

Duke University RicHarp A. LESTER 


The Economics of America at War. By Seymour E. Harris. New York: W. W. 

Norton and Company, Inc., 1943. Pp. 418. $3.75. 

The Economics of America at War constitutes a revision and an enlargement of 
Professor Harris’ earlier work, The Economics of American Defense, published in 
September, 1941. Five new chapters have been added in the process of revision 
and many changes have been made in other chapters. 

It may be unprofitable to challenge an author’s choice of a title for his work, 
but the use of the word economics, in the name of the present work appears to 
suggest a higher degree of concentration on basic economic theory applicable to 
the wartime American economy than can be found in the book. Harris has com- 
bined a discussion of recent historical experiences in the American economy with 
a description of major phases of the economy at the time of writing and with 
criticism of past policies and a suggestion of future policies. 

In his survey of recent economic history, Harris discusses particularly the 
New Deal policies of using deficit financing as an aid to recovery from the great 
depression of the 1930’s and the reduction in the gold content of the dollar. In 
general his arguments are mildly favorable to the contention that these policies 
have been successful. Throughout the book he supports the view that a large 
national debt is not a matter for grave concern. 

In connection with the war economy, he draws attention to the necessary 
curtailment of the production of goods for civilian consumption, the enormous 
increase in output of war materials, the necessity and the difficulty of diverting 
men and resources from one type of production to the other, and the problems 
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which arise in this process. He presents a confusing array of statistics purporting 
to show the size of the inflationary gap at various times, under various condi- 
tions, and subject to various assumptions. This topic of the inflationary gap is 
one to which he reverts in many different sections of the book. From the 
reader’s viewpoint, the presentation of the topic would have been greatly im- 
proved by a more careful integration. 

Harris holds that the fight against inflation must be waged on a broad front 
with a suitable balancing of the available means of control. He offers no 
novelties in the list of weapons; he indicates the necessity of supplementing 
direct controls over prices and the distribution of goods through rationing by 
adequate fiscal measures. He believes that a mistake is being made in neglecting 
the possibilities of forced saving as a means of compelling the necessary restriction 
of consumption by the lower income groups, holding that taxation of these 
groups or maintenance of low wages or earnings may have an undesirable effect 
upon incentives to produce. On the other hand, he contends that heavier taxa- 
tion and rationing must be relied upon to restrict the consumption of the higher- 
income groups. He appears to be little concerned with the possibility that these 
higher income groups may lack incentive for producing, though he makes frequent 
references to “bribes’’ in connection with concessions which may be necessary to 
gain their co-operation. On page 204, for example, he states that the British 
have discovered that when certain taxes approach 80 to 100 percent, “some 
bribes (e.g., accumulation of reserves for redistribution in the postwar period) 
are required to assure the co-operation of business management and to prevent 
the dissipation of reserves.” 

Retentions of material from the earlier edition are nowhere more unfortunate 
than in the discussion of the problems of the postwar world. The persistence of 
totalitarian states is assumed and the possibility of a German victory appears to 
be readily accepted, though Harris denies that we contemplate a negotiated 
peace. Nevertheless he discusses the American foreign-trade problem in an 
Axis-dominated world. This is but one of many illustrations of the difficulties 
encountered by the author who seeks to revise a book on the economics of 
defense into one on the economics of war; and shortly, perhaps, the economics of 
peace, thus completing the cycle. 

College of William and Mary S. D. SourawortH 


Our War Economy. By E. Stein, J. D. Magee, and W. J. Ronan. New York: 
Farrar and Rinehart, 1943. Pp. vii, 182. $1.00. = 

Economic Problems of War. By R. T. Bye and I. B. Kravis. New York: F.S8. 
Crofts & Co., 1942. Pp. 59. $.50. q 

War and National Policy: A Syllabus. Ed. by Grayson Kirk and R. P. Stebbins. ,) 
New York: Farrar and Rinehart, 1942. Pp. x, 131. 

Wartime Food Developments in Germany. By Helen C. Farnsworth, Stanford . 
University: Food Research Institute, September, 1942. Pp.36. $.25. 

Wartime Rationing and Consumption. By Economic Intelligence Service, League 
of Nations. New York: Columbia University Press, 1942. Pp. 87. $1.00. 
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Synthetic Elements of War. By I. J. Alexander. 

Bird Press, 1943. Pp. iv, 50. $1.00. 

The investigation of the economic features of modern war is still in its de- 
scriptive stage. At the present time, the data are sifted and ordered for three 
purposes. First, very common now is the publication of supplementary text- 
books for the teaching of current events in elementary or special war courses. 
Second, unofficial material is critically examined and compiled for countries 
which can be studied only through the help of neutral countries. Finally, there 
are comparative statistical studies of special problems which are increasingly 
published as monographs. But comprehensive studies, giving the factual fea- 
tures and theoretical interpretation of the war economy, are still missing. 

The pamphlet by Bye and Kravis is a supplement to the fourth edition of 
Professor Bye’s Principles. Its three chapters deal with the means for directing 
the various markets in the war economy, the control of prices and the financing of 
war, and the various causes leading to World WarII. The authors, as a remedy 
for war, propose to “unite the world into a single political organization with 
supreme authority to deal with economic problems having an international 
character’, (p. 56). 

The book by Stein, Magee, and Ronan is considered a supplementary text 
for courses in economics and government. The chapter on government during 
wartime describes the legislation and investigations of Congress, the legal powers 
of the commander-in-chief, and the organizational development of the various 
war agencies. The second chapter on war production deals with the economic 
war program, the increased supply of raw materials, the expansion of plant fa- 
cilities, and the devices employed in regulating the markets for raw materials and 
labor. The last two chapters present a very brief but clear-cut summary of war 
finance and the development of the O. P. A., including a few of the important 
regulations on prices, rents, and rationed consumers’ goods. 

The Syllabus is based upon lectures presented in an inter-departmental course 
at Columbia University, given in Spring, 1941. The editors treat the war as a 
social institution, and organize their material into the social setting as well as the 
military and economic features of war. Each chapter contains three kinds of 
information: general references, specific references, and sub-headlines of the 
lectures given in the course. The section on war economics, for instance, out- 
lines the problems of economic warfare, war-production, war-finance, price- 
control, and economic plans for the coming peace. Teachers of war courses will 
find the references very helpful but will have to write their own outline. The 
outlines of the book are too short and general to be an effective guide in teaching. 

Miss Farnsworth’s study of the food situation in the Nazi war economy 
utilizes the most reliable unofficial sources of information available at the 
present time. The writer examines the changes in production and trade of food 
and foodstuffs for the first three war years, and evaluates the policies of the 
Nazis in stretching the food supply and reducing the demand through rationing. 
The carefully stated prediction that Nazi Germany has still considerable reserves 
to preclude any real difficulty in its food supply during the winter 1942-43 has 
been verified by recent events. 


New York: The Mocking 
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Mr. Alexander has felt it necessary to provide us with an additive science of 
war. Weneed it because ‘“‘verbal language no longer breeds respect.”” The new 
science has as its first principle that victory equates to minimum cost whereas 
defeat is equal to infinite cost. The military organization equates to the cost of 
assault. The military organization, in turn, is a magnitude resulting from the 
multiplication of Politics and Geography. Hence, the new science has been 
exactly stated in 6 equations and 3 diagrams. 

The study of the League of Nations aims at ascertaining the impact of rationing 
upon consumption and standards of living in about 25 countries (Russia not 
included). Four kinds of data, relating to Spring 1942, are presented for the 
consumption of foodstuffs. First, the legal rations of normal consumers are 
compiled and classified into nine groups of commodities. Second, the legal 
rations are compared with the pre-war consumption for the most important food 
items. Third, the size of rations for the normal consumer and preferred groups 
is presented for the different periods of the present war. Finally, the legal 
rations of the normal consumer are compared with the pre-war consumption of 
the typical adult for the working-class families. The result of these comparisons 
or estimates is highly instructive. It is found that the quantities of calories 
rationed amounts to nearly 100 per cent in the Axis area, whereas, it is around 
50 per cent for the United Kingdom and Switzerland. The calorie intake has 
been reduced from the pre-war level to about 50 per cent for occupied Europe, 
80 per cent for Germany and 90 per cent for the United Kingdom. A careful 
examination of the change in diets due to rationing indicates undernourishment 
and malnutrition in Italy, France, Belgium, Norway, Finland and Spain, whereas 
in Germany merely a deteriorated composition of the diet could be observed. 
But the German rations have been reduced since the study was completed and 
the level of consumption must now be below the pre-war standards. 

University of Wyoming ARTHUR SCHWEITZER 


Development of Collective Enterprie. By Seba Eldridge and Associates. Pp. 
viii + 577. Lawrence, Kansas: University of Kansas Press, 1943. $4.50. 
By its very existence, this book demonstrates how much a collective enterprise 

may owe to interests of “altruistic” nature, and to adequate leadership as well. 
Thirty social scientists, most of whom were associated with the University of 
Kansas, spent freely of their time, energy and knowledge without material com- 
pensation in order to make the book possible. Mr. Seba Eldridge, Professor of 
Sociology at Kansas, was the chief planner, promoter, co-ordinator and” editor of 
the inquiry; what is more, he summed up and welded the findings of his associates 
into a comprehensive system of thought. To this combination the volume owes 
much of its appeal; it is more than a mere collection of essays; on the other hand, 
the summaries and conclusions of Mr. Eldridge do not overstress theoretical 
aspects and general issues. 

Another merit of this approach is found in the lucid exposition of the book. 
Parts I and V, both written by Mr. Eldridge, form the framework for the special 
and detailed studies of Parts II, III and IV, written by the thirty associates. 
Part I sets forth the history, methods, aims and wider purports of the inquiry 








172 BOOK REVIEWS 


and develops a “‘working hypothesis” which was to guide the thirty collaborators. 
Basically, this hypothesis asserts that ‘‘in a so-called capitalistic democracy the 
primary factors in socialization are to be found in the pressure of consumer and 
general public interests, not in the pressures applied by labor groups” (p. 4). 
The material collected and analyzed should pertain primarily to factors re- 
sponsible for the growth of collective enterprise such as public opinion, group 
pressures, and special promotive efforts focussed on practical issues; the growth of 
collectivization should be indicated by capital equipment, current expenditures, 
labor employed, and/or extent of services rendered. Other aspects to be covered 
in describing a field of collective enterprise (but not specifically to be investigated) 
should include type of ownership and control, administrative organization, fiscal 
policies, work incentives, working conditions and efficiency of service. 

The growth and extent of collectivization suggested the subdivision of the vast 
number of fields in which collective enterprises are now functioning into two 
definite groups. The first one would comprise fields already collectivized; 
under this heading Part IT of the book describes and analyzes ten major spheres of 
our social and economic life where private entrepreneurship has virtually ceased 
to exist, to wit: protection of persons and property (police, armed forces, courts, 
etc.) ; roads and streets; harbors and waterways; the postal services; urban water- 
works and sewerage systems; land reclamation; education and research; social 
work and institutional care; social clubs and fraternal societies; libraries and 
museums. Part III, then, covers ten major fields which are on the road to 
socialization such as forestry; electric power; rural settlement; housing; banking 
and credit; property insurance; life insurance; minimum income insurance; 
medical service and health care; recreation and leisure-time activity. The 
approach followed in these two parts could be called vertical, 7.e., each field is 
treated as a separate unit. Some important developments in collective enter- 
prise, however, will cut through all, or most of these fields, and would thus seem 
to merit special treatment. Part IV of the book takes up these horizontal 
aspects in five chapters. These deal with consumers’ and producers’ coopera- 
tives; organized labor as a socializing agency; public opinion in the development 
of collective enterprise; financial aspects of collectivistic developments; and the 
significance of economic planning. 

The twenty-five chapters of parts II, III and IV form the bulk of the book 
(about 450 pages out of a total of 560 pages). They contain such a wealth of 
material, ideas, suggestions and conclusions that a detailed review can not be 
attempted here. Suffice it to say that no one interested in the problems of 
socialization can afford to miss this book on his reference shelf, were it only for the 
purpose of safeguarding himself against too hasty conclusions drawn from his 
own limited fields of experience. 

Under the title “A Theory of Collective Enterprise” (Part V) Mr. Eldridge first 
summarizes the findings of his associates, and proceeds to develop his inductive 
synopsis of the Dynamics of Socialization. <A final chapter discusses problems of 
organization in collective enterprises on a broad basis. This part is extremely 
well written, and presents the case for collectivization, as Mr. Eldridge sees it, in a 
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very convincing way. Just the same, the weakness of some of the basic assump- 
tions and distinctions on which this structure is erected stands out clearly. We 
will not reprove Mr. Eldridge because he finds ‘the hypothesis of consumer and 
public interests as the primary socializing force unshaken” by even the most 
crucial instances of New Deal policy (p. 549); though he does have to stretch his 
arguments pretty far. But when he claims “that the choices and convictions of 
the consumer citizen govern the kinds, rates of growth, and amounts of public 
and other collective enterprises” (ibid.), and asserts on the next page that”. . . 
given a situation that permits the process (of socialization), consumers and 
citizens decide just what shall be done and how fast the tempo shall be”’, we shall 
have to ask on what grounds Mr. Eldridge ascribes such “exalted prerogatives” 
to the consumer and citizen? 

One of the answers (there are several) lies in his distinction between two major 
categories of consumer interests, (1) those of final consumer and (2) those of 
intermediate consumers, or “‘buyers or users of producers’ goods’. Throughout 
the book, ample proof is presented that collective enterprises experienced their 
strongest growth in the fields of intermediary, and not in those of final, consumer 
interests. But does this really mean that producers’ interests, like those of 
labor, or management, or even capital, are not capable of promoting collec- 
tivization, as Mr. Eldridge wants us to believe? Intermediary consumer 
interests, in fact, are just as much producer interests as public and final 
consumer interests, and Mr. Eldridge repeatedly admits that. But he in- 
sists that he can draw a sharp line between production and consumption, ex- 
claiming that “the need to consume is the spur without which we all should be 
playboys and playgirls, entirely innocent of anything that could be called an 
economy” (p. 549). This is either a truism of the vaguest sort, or else reveals 
little insight into what ‘“‘could be called an economy”. It is not need which sets 
modern production in motion, but purchasing power. The ultimate problems of 
socialization, therefore, concern primarily the creation of purchasing power and 
its distribution among those producing saleable goods and services, and only in 
the seccad place the channels and by-paths through which purchasing power 
circulates, i.e., the fields of intermediary consumer or producer interests. This is 
not to say that the approach followed by Mr. Eldridge and his associates fails to 
yield significant results; the book and its achievements prove the opposite. But 
the scene on which the main play of collectivization is now being enacted is not 
any longer the one of Mr. Eldridge’s ‘inductive theory’. Socialization has 
become a process now aligned definitely with the problems of full employment, 
the flow of capital and the business cycle. What planning will have to be done 
will take its clue from the concepts of political economy, and not from group 
interests. Hic Rhodus, hic salta! 

University of Virginia RupotF FREuND 


Economic Freedom: A Democratic Program. By Charles E. Noyes. New York: 
Harper and Brothers, 1943. Pp. xiv, 234. $2.50. 
There are several classes of readers for whom this little book should be a 
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prescribed assignment. One includes the businessmen and officers of trade as- 
sociations who still oppose the minimum wage provisions of the Fair Labor 
Standards Act. Mr. Noyes seems to have them clearly in mind when he remarks 
that “one of the conditions which business executives must have, if they are to 
plan production and distribution for a real economy of abundance, is assured 
mass purchasing-power. And it would be common sense to give them an op- 
portunity now, while wages are properly stabilized within relatively narrow 
limits, to adjust their thinking to the prospect of paying higher wages and 
looking forward toward a much larger mass market after the war.” 

Those who, like Senator Tydings, view the national debt and the prospect of 
demobilization with gloomy foreboding and a compulsion neurosis to “get the 
Federal Government out of business and decrease its participation in unemploy- 
ment relief,’’ would do well to read Mr. Noyes’ chapters on public and private 
debt and the problem of saving and investment, and most particularly to con his 
fourteen-point program for post-war social planning in a democracy—a list which, 
as he says, falls far short of total planning but is still far beyond anything hereto- 
fore considered possible without revolution. 

But the readers whose need is greatest are those whose view of social revolution 
is like that of Mr. Roane Waring, national commander of the American Legion, 
who has recently declared that ‘“Mr. Wallace, the devil and all his angels might 
not be able to stop it, but the American Legion will.” It would be interesting to 
know what Mr. Waring proposes to do about the impact of technology, which, as 
Mr. Noyes declares, has “changed the nineteenth century situation beyond 
recognition.”” With regard to “economic democracy functioning through a 
liberal capitalist system” Mr. Waring probably does not share Mr. Noyes’ doubt 
“that it would be worth restoring under post-war conditions”; but it would be 
interesting to hear him dispose of the author’s doubt ‘‘that it can be restored to 
its former position.” 

Nevertheless Charles E. Noyes is neither an intellectual nor a social revolu- 
tionary. Itis his conviction that economic freedom can be achieved only through 
abundance and both only by means of a carefully balanced economy. ill thisis 
possible, so he believes, “with no revolution (in the American Legion sense), no 
suspension of elections, no apparent revision of the existing forms of political 
organization,” but only if “the pattern of American democracy can be sufficiently 
enlarged to cope with new conditions.” 

Obviously none of this should prove novel or startling to any serious reader. 
All that Mr. Noyes has to say is summarized in the paragraph with which he 
closes his chapter on the impact of technology. 


Economic freedom means the exercise of economic controls not by a few men, even men 
of good will, but by a majority of the people. The free market, with all its faults, was the 
nearest approach to majority rule in the field of production and distribution which has 
yet been developed. It is worth preserving in any segment of the economy where it is 
still responsive in any reasonable degree to popular choice. But the development of new 
forms of economic democracy must be hastened, because time is growing short. 
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Most students of economics would concur in such a statement. The questionis, 
what forms? Contrary to popular belief, a very considerable number of econo- 
mists would agree with all that Mr. Noyes proposes. The trouble is that 
senators, national commanders, and trade association lobbyists would not. 
Perhaps they never will. In that case all the benign hopes and intellectual good 
will which Mr. Noyes has here expressed so well, are nevertheless futile. But 
perhaps we still lack something in the way of an integrating idea, or solvent 
ideal, by which the American people—Senate, Legion, and all—may yet be won 
to understanding and peaceful adjustment. 

To the enunciation of such an idea Economic Freedom makes no new contribu- 
tion, and pretends to none. For the professional student and assiduous reader 
that is its chief weakness. For all others it is an excellent prescription—best 
perhaps for those who are least likely to peruse it. 

University of Texas C. E. Ayres 


The Tax Systems of Australasia. By James H. Gilbert. Eugene: University of 
Oregon Monographs, Studies in Economics No. 2, 1943. Pp. vi, 168. $1.25. 
Professor Gilbert has written a decidedly helpful addition to the literature con- 

cerning Australia and New Zealand. This is the first American book on the 
revenue systems of these two states having anything like comparable scope. The 
workmanship on the whole is scholarly. Gilbert’s purpose is apparently to give a 
sketch of the development of the taxation systems in each of the two countries in 
their broader outlines and to give a critical review of certain of the policies which 
seem to have particular significance for the United States. In view of the latter 
objective and of the federal character of the Australian government and the 
unitary form of the Government of New Zealand, one is puzzled to know why the 
latter should command nearly 40 per cent more space than the former. As to 
each country, more attention is devoted to the relatively unimportant land tax 
than to any other revenue measure; but the income tax in each case is given 
considerable stress. 

Perhaps the author’s achievement can be described in terms of what it is not, 
so as to supplement the preceding paragraph. (1) The book is not one for 
popular consumption; it is addressed to technicians (p. iii), particularly to 
academic tax students. (2) It is not a compendium of information for reference 
purposes. For example, the entire volume contains not a single table or chart; 
it is all but silent on procedural phases of administration—other than those 
having a distinct policy implication. (3) It tells little or nothing about Aus- 
tralian solutions of the distinctly federal problems confronted in the last twon 
decades in common with other governments having a similar constitutional form. 
For example, the experience with unification of income tax administration first 
through delegation of the task for commonwealth and for state purposes in part 
to the states and in part to the central government and, as a wartime measure, 
the nationalization of all income taxes, as in Canada, is passed over with only the 
following comment: ‘“The only tangible outcome of these repeated conferences 
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was a joint arrangement for collection of both taxes by a deputy commissioner 
representing both grades of government... .State and federal returns are 
practically identical and the taxpayer resorts to a single agency for payment of 
both state and Commonwealth income taxes. An incidental advantage has been 
the issuance of tax manuals and guides with directions, analyses, and explanations 
that apply with substantial uniformity to Commonwealth and state income-tax 
laws alike.” (See pp. 39-40). (4) It is not concerned, except incidentally, with 
analysis of the economics of taxation. For example, the incidence of the specific 
taxes is assumed wherever the problem arises (e.g., p. 66). 

As to the development of Australasian tax policy some of Gilbert’s points of 
emphasis are of particular interest to Americans. For instance, it is clearly 
shown that Henry George’s influence was very considerable, especially in New 
Zealand.! Again, the last chapter dealing with local rating or local property 
taxation effectively presents the three-fold choice to be made by the local rate- 
payers in each municipality. They may elect a land tax on capital value (as in 
the United States except that assessments are centralized and reasonably ac- 
curate) ; they may decide to pay on an income basis; or they may choose to pay on 
the basis of unimproved land values, that is on the value of bare land but not on 
that of improvements. Thirdly, Gilbert seems convinced on the basis of his 
study that centralization of assessments, no matter what the form of the property 
tax, is essential to real success with such a measure. Fourthly, the author con- 
siders the death taxes of Australia in a chapter on “Income and Allied Taxes” 
and those of New Zealand under ‘Practical Problems of Income Taxation.” 

Certain details of form may influence appraisal of the work asa whole. Foot- 
note references are so incomplete, especially in respect to Australia, as not to be 
particularly helpful. For example, much reliance is placed on the Year-Book, 
but dates are not given; so it is also as to the Reports of the Commissioner of 
Taxation. Citations of court decisions are neither uniform nor always complete. 
There is no bibliography nor table of cases. All such documentation is adequate, 
perhaps, for verification, but not for aiding with the chronological difficulties of 
the American reader. 

University of Kentucky JAMES W. Martin 


Interest and Usury. By Bernard W. Dempsey. Washington, D. C.: American 

Council on Public Affairs, 1943. Pp. x, 233. $3.50. 

Comparison of modern monetary theory with the economic doctrines of the 
mediaeval schoolmen demands a rare combination of background and training. 
Providence brought a Jesuit to the Harvard Graduate School of Economics and 
gave to Father Dempsey an urge to compare the significance of two important 
streams of thought. 

The treatment of the problem of interest and usury is quite theoretical and is 
based upon a very careful analysis of the doctrines of representative schoolmen 
and monetary economists. The ordinary reader is apt to find the treatment 


1 The fact was shown about a quarter of a century ago by an American book not cited by 
Gilbert: Yetta Scheftel, The Taxation of Land Value (Boston: Houghton Mifflin, 1916). 
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rather heavy reading and to be content to base his opinion upon the summary 
contained in Chapter 9. While Father Dempsey does not hesitate to recognize 
the different environments of the sixteenth and twentieth centuries, he does point 
out that the earlier period saw the early development of institutions that are now 
being challenged by many serious thinkers. Differentiation in scope rather than 
in function has formed the basis for comparisons. 

Father Dempsey sees much more of common ground between the schoolmen 
and the monetary theorists than between either group and the classical school in 
its treatment of interest. While the nineteenth century accepted interest with 
very little questioning on the part of orthodox writers, our monetary theorists’ 
reference to “‘policy”’ is at least comparable to the mediaevalist’s concern regard- 
ing ‘‘justice.” ‘To the recent writers, as to Aristotle”, writes Father Dempsey 
(p. 186), ‘“‘money was quite ‘sterile’, which is at least a mode of speech that would 
not have sounded well coming from the defenders of the productivity of money. 
Schumpeter returned to another axiom of the Scholastics which had long been 
considered as gravely erroneous: he said, “There is, in general, no real continuous 
growth of value with the passing of time as a primary and independent phe- 
nomenon.’ Thisisa proposition which Molina, Lessius and Lugo would heartily 
approve.” Father Dempsey depicts a significant meeting of minds between the 
mediaevalists and our monetary theorists. 

The implications of Father Dempsey’s work are rather arresting. The es- 
sential theoretical frame of mind varies little with time. No age has a monopoly 
of ability. Differences in ideas arise on account of divergent basic philosophies, 
backgrounds and institutions. The prevalence of attitudes and ideas similar to 
those of the period of nascent capitalism may well bring up some interesting 
questions concerning the present condition of our basic economic institution. 

University of Virginia. D. Ciark Hype. 


Workers’ Education: A Wisconsin Experiment. By Ernest E. Schwarztrauber. 
Madison, Wis.: University of Wisconsin Press, 1942. Pp. xii, 182. $1.00. 
The reviewer is aware of no study that deals more exhaustively or more 

acutely with a specific experiment in workers’ education than the present book on 
the School for Workers at the University of Wisconsin. Mr. Schwarztrauber has 
been director of the School since 1937 and his experience in the field of workers’ 
education extends over a period of twenty years. The richness of this experience 
is fully reflected in the present volume. Workers’ education as an arm of the 
labor movement is still relatively undeveloped in the United States', and this 
book should contribute to its growth. 

Mr. Schwarztrauber gives a detailed account of the development of theSchool 
for Workers from its origin in 1925 to 1941. The School is conducted basically 
on a six-week resident summer term basis, with the addition, in recent years, of 
one- and two-week institutes for particular union groups. The promising state- 


1 A comparatively recent summary of the scope of the workers’ educational movement 
in the United States may be found in Mark Starr’s Workers’ Education Today (New York: 
League for Industrial Democracy, 1941). 











178 BOOK REVIEWS 


wide workers’ education program conducted for two years beginning in 1937 is 
also described. Appropriate attention is devoted to the Wisconsin labor move- 
ment and to the general social climate in which the experiment has been carried 
on. The objectives of the School, the nature of the student body, the content of 
the courses offered, teaching technique, administration, including the relation of 
the School to organized labor, and financial arrangements are among the topics 
covered. The important problem of the selection of teachers for workers’ classes 
is discussed at length. 

Workers’ education is differentiated from other forms of adult education by the 
nature of its objectives. The aim of workers’ education must be to promote 
among workers a better understanding of their collective interests and responsi- 
bilities not only in the functioning of their trade unions but also in the larger field 
of social policy. At Wisconsin, the individual worker-“uplift” objectives of the 
early years gave way to emphasis upon the problems faced by workers as members 
of a functional social group. 

The Wisconsin experiment in workers’ education is financed partly by public 
funds, and Mr. Schwarztrauber has much to say about the problems that state 
financial support presents. A persuasive case can be made out for state support 
for workers’ education, especially in view of the extent to which public funds are 
used for educational programs that serve primarily the needs of business manage- 
ment and agriculture. It is reasonable to anticipate increasing interest by or- 
ganized labor in public support of workers’ education, together with a sub- 
stantial growth in educational activity directly under the control of, and financed 
by, the labor movement. 

Bureau of Labor Statistics H. M. Dovurty 

U.S. Department of Labor 


Cost Behavior and Price Policy. Prepared by the Committee on Price Determina- 
tion for the Conference on Price Research. New York: National Bureau of 
Economic Research, 1943. Pp. xix, 353, $3.00. 

The Conference on Price Research, organized by the National Bureau and other 
institutions, set up in 1938 a committee on Cost-Price Relationships and Price 
Determination, under the chairmanship of Professor Edward 8. Mason, to 
investigate the possibilities of empirical research in the field of cost-price rela- 
tionships and price determination. This book, the first published report of the 
committee, is for the most part concerned with cost behavior in the firm. The 
authors say the committee is not at present prepared to undertake an empirical 
study of cost-price relationships and price determination. 

The analysis in part two, the substance of the volume, is primarily concerned 
with the problems of isolating the influence on costs of each of those elements 
which have been emphasized in traditional individual firm analysis. Thus, the 
successive chapters deal with costs and rate of output, prices of input factors and 
cost behavior, technical change and costs, allocation of costs among products, 
selling costs, and costs and size of plants and firms. The chapters consider 
the statistical problems involved, attempt a critical evaluation of existing ma- 
terials and studies, and suggest further research possibilities. 
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Publication of this report makes available a systematic presentation of what is 
known, and, perhaps more significantly, of what is unknown, about cost be- 
havior in the firm. The report is offered as “. . . an introduction to a body of 
imperfectly known material, as a critical appraisal of existing studies of cost 
behavior, and as a presentation of suggestions for further research.” 

However, despite the reservations with which it is offered, the book appears to 
have made a possibly unintentional positive contribution. The authors go so far 
as cautiously to suggest that “‘ . . . a great deal remains to be done in the process 
of translating theoretical structures into statistically measurable concepts, and of 
expanding accounting into a more logical and useful system.” The serious 
limitations of generally accepted economic theory for the purpose of empirical 
analysis of cost behavior are made clear throughout the book. In the reviewer’s 
opinion, this study serves to establish with a degree of finality the virtual im- 
possibility of successfully utilizing existing economic theory in the empirical 
study of cost behavior. It isnot unlikely that others familiar with both economic 
theory and accounting would state this conclusion with even less qualification. 

One of the Directors of the National Bureau, C. Reinold Noyes, in a comment 
following the appendices at the end of the book, discusses what he regards as 
limitations to the report. An elaboration of his views on problems in connec- 
tion with the empirical study of costs was published by the National Bureau in 
Technical Paper 2 (1941). His analysis leads him to the view that all influences 
on costs reduce to two, namely, changes in technique and changes in the prices 
of input factors. Without minimizing the difficulties still to be met in an em- 
pirical study of these influences, it seems reasonable to assume that Mr. Noyes’ 
conclusion appears to place the problem of empirically measuring cost behavior 
within the realm of problems not incapable of solution. 

Rutgers University ALFRED BORNEMANN 


The World of the Four Freedoms. By Sumner Welles. New York: Columbia 

University Press, 1943. Pp. x, 121. $1.75. 

This volume contains twelve addresses about international politics in the 
broadest sense, delivered between September 1939 and February 1943, by one of 
the most influential among living diplomats. In a Foreword, Nicholas Murray 
Butler deplores that in the past narrow, philistine minds of voters and their 
representatives could nullify the pledges of farsighted American political leaders, 
to collaborate in an organization for world peace. President Butler refers not 
only to Woodrow Wilson, but also to the unanimous resolution of both chambers 
of Congress, accepted in June 1910, calling upon the President of the United 
States, “to invite the nations of the world to organize for the establishment of 
international peace, this organization to be protected by an international police 
force made up of the combined navies of the world.” The intelligent reader of 
this volume will have to assume tacitly, as Sumner Welles does, that the com- 
mitments of present American political leaders, belonging to the executive branch 
of the Government, who expressed themselves in general terms for an intimate 
cooperation in a community of nations, will be duly put in effect by elected 
representatives in the present and future Congresses. Under-Secretary Welles’ 
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twelve addresses, displaying a deep and fervid vision, will certainly contribute to 
spread among men in the street and others that doctrine of far-sighted, en- 
lightened egoism, which results in a complete reconsideration of the proverb 
“my country—right or wrong.” 

Welles’ speeches contain a sincere chronicle of official blindness, self-deception, 
and short-sighted egoism of Western democracies before the Second World War. 
He somewhat underrates political isolationism, fairly well-rooted among several 
European nations, large and small. His self-castigating discussion of American 
trade and financial policies will fill many devoted democrats with cheer. Is it 
not a reliable mark of a mature, highly developed political community, that in 
this period of the extremest political tension a responsible official admits clearly 
the short-sighted policies of his own nation which contributed to the present up- 
heaval? Future historians will well recognize that the fact that other nations do 
not have intellectual honesty and courage enough to admit their mistakes, does 
not acquit them from sharing responsibility. Mr. Welles draws his conclusions 
from political and economic omissions in the past. He develops plans for a close 
cooperation of large and small nations. In presenting these plans he presumes 
that there are no “‘inherent”’ political and economic conflicts that would obstruct 
a permanent harmony in the human community. Stubborn skeptics will express 
doubts whether Western democracies have become robust and far-sighted enough 
to do more than admit their deficiencies frankly ; they will measure Welles’ state- 
ments about the political and economic cooperation of all the United Nations by 
their modest practical organizational achievements up to now; finally they will 
ask whether American industry, agriculture, and trade unions, will consent to 
trade policies which make possible foreign payments to the United States in goods 
and services to any practical extent and which will produce a tolerable equilibrium 
in world economy. 

In his address of February 26, 1943, ‘The Victory of Peace,” Sumner Welles 
reiterates his belief, that “if all aspects of an economic problem were explored, it 
would become apparent that the basic interests of all countries are largely com- 
mon interests, that each country’s economic problems are related to, and in- 
separable from, those of others.”” Thus, he wants to have applied the recipe, 
“‘Eclairer les tétes pour ennoblir les coeurs.” Even those deep skeptics who differ 
fundamentally with Welles’ belief that community of interest of all nations is a 
self-evident fact and with his belief in the effectiveness of rational arguments on 
large human groups, will regard his views as very much worth differing with. 

The reader of these instructive and stimulating addresses will have to take into 
account that, however well-informed a high-ranking diplomat is, he is by the very 
fact of his position greatly restricted in his freedom of speech. However, the 
reader will find that these essays do not contain a modernized verbal garb dressing 
up old diplomacy: they contain a serious program not only for a revived but for a 
better world order. No statesman, no political scientist, and no economist con- 
cerned with post-war developments can miss these documents of historic im- 
portance. 

The University of North Carolina. Ervin HexNEeR 
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ALABAMA 


Business activity in Alabama during the first six months of 1943, as stated by 
the University of Alabama Business News “‘was characterized by industrial pro- 
duction remaining at about the same levels of last year, sales activity continuing 
to show gains over a year ago, and employment and wages reaching new peaks.” . 
Industrial electric energy consumption continued its phenomenal rise to consti- 
tute the outstanding exception to the general rule, with an increase of 46% over 
the same period of a year ago. However, Bank Debits, Department Store Sales, 
Retail Sales, Fertilizer Sales, and Life Insurance Sales have registered gains 
from about 8 to 18%. The losers during this period were Building Contracts— 
Area, Cement Consumption and Gasoline Sales, with decreases ranging from 
20 to 333%. 

Employment and incomes in Alabama have reached the highest levels yet 
recorded. Placements by the United States Employment Service were over 
95,000 for the first 6 months of 1943, representing an increase of 98% over 1942 
and 199% over 1941. In spite of this increase in employment, the State Labor 
Supply Committee recently reported that another 100,000 workers were needed 
in the state; and although there has been a considerable increase in population in 
the state, the Mobile Shipbuilding Area, the Birmingham Metallurgical District, 
including Gadsden and Anniston, and the Tennessee Valley are still labor- 
shortage areas. 

Of particular importance to the future progress of the state of Alabama are the 
enactments of its recently adjourned legislature in which the new governor fre- 
quently sat with its members and took an active part in carrying out his legis- 
lative program. One of its most important enactments was the Bradford Bill, 
which created a Department of Labor and attempted to regulate labor unions. 
The bill requires unions to make detailed financial reports; it requires a secret 
written ballot in strike votes; it forbids a strike without a majority vote of union 
members involved; and it contains other provisions concerning strikes and picket- 
ing. It also outlaws the collection of fees or work permits, labor union member- 
ship for foremen, and financial contributions by unions to political parties or 
candidates. However, injunctions have been sought already by both the C. I. O. 
and the A. F. of L. to halt the enforcement of the act on the grounds that it is 
unconstitutional. 

Another important act raised unemployment compensation rates in booming 
war industries in proportion to the risk imposed on the unemployment compen- 
sation fund of the state. Old-age pensions were provided sufficient funds to 
boost individual monthly payments from less than $10.00 to $15.00. 

The legislature also gave considerable attention to public education. Teach- 
ers’ salaries were increased averaging 11.5% on a monthly basis throughout the 
state. When this salary increase becomes effective this fall, Alabama teachers 
will have received an average salary increase of 21.5% since June 30, 1942, an 
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increase which approximates the rise in living cost throughout the State. An- 
other appropriation adds over $500,000 annually to the teachers’ retirement 
fund. An eighth month added to the minimum school term by the previous 
legislature was perpetuated and free textbooks for an additional three grades were 
provided for, thus providing free books for the first six grades. Other appropria- 
tions provided for the establishment of a four-year medical school in the state, an 
increase of 160% in expenditures for higher education for negroes, and $100,000 
each per annum for research at the University of Alabama, and the Alabama 
Polytechnic Institute. 


University of Alabama E. H. ANDERSON 
FLORIDA 


The biennial session of the Florida Legislature ended in early June. Only one 
new major revenue bill was approved—a two-year tax of three cents on each 
standard package of cigarettes. It is expected that $3,500,000 yearly will be 
raised by the new levy, of which $2,000,000 is earmarked for old-age pensions and 
$1,500,000 for distribution among the counties. The new tax was necessitated 
by the great loss of revenue from the tax on betting at race tracks, occasioned 
when the winter racing season in Florida was cancelled because of wartime 
conditions. The new tax became effective July 1 and about $870,000 has been 
collected in the first five weeks. 

The general appropriation bill, which provides funds to operate state depart- 
ments and institutions during the next two years, was finally approved in the 
amount of $20,827,000. This figure is slightly less than the sum recommended 
by the budget commission and one million dollars less than the amount ap- 
propriated by the 1941 Legislature. 

The State began its fiscal year on July 1 with an estimated balance of $1,300,000 
in the general revenue fund—the largest balance in more than a decade. Al- 
though total revenues are expected to decline, it is felt that legislative appropria- 
tions have been held to a minimum and that, with economical administration, the 
State’s activities can be successfully financed during the biennium. 

Labor unions in Florida have been subjected to State regulation for the first 
time through a law enacted at the recent session of the Legislature. All unions 
must register with the Secretary of State and their business agents must be 
licensed. Initiation fees are limited; jurisdictional strikes are prohibited, and 
other strikes may not be called except upon majority vote of the employees 
affected. Elections must be secret and picketing is restricted. The closed shop 
and the right to organize and bargain collectively were not affected, although 
efforts were made to outlaw these practices. 

In an attempt to protect Florida’s depleted labor supply from being further 
reduced, especially in the category of seasonal labor, the Legislature passed a bill 
requiring a $1,000 state license and a $500 county license of anyone recruiting 
labor in the state for employment outside the state. The law has not been 
entirely successful. On July 31 a special train, chartered to carry 1,200 laborers 
from Orlando to the Campbell Soup Company’s plant in Camden, N. J., left the 
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State with 438 negro workmen aboard. A few days later Otis Nation, business 
agent of the Florida Citrus and Allied Workers Union, a CIO affiliate, was 
arrested and charged with recruiting labor without procuring the necessary 
licenses. The case will come to trial in September. 

The Florida citrus industry has enjoyed a record season, both in production 
and prices. The 1942-43 crop totalled over 68,000,000 boxes, or 49 per cent of 
the nation’s output. The production was 42 per cent greater than during the 
preceding season, and 20 per cent over the former record crop of 1938-39. Prices 
received at auction were greater by one-fourth to one-third than last year, and at 
the highest level since 1929-30. Another large crop is forecast for the coming 
season, but there is said to be a shortage of 10,000 workers needed to harvest the 
fruit. While some of the needed labor may be recruited in adjoining states, it is 
believed that most of the added workers will have to be furnished through the 
establishment of war-prisoner camps in the citrus areas or the importation of 
Bahaman, Mexican or other foreign labor. 

Tobacco growers in northern Florida have also enjoyed a successful year in 
spite of alate season. After much uncertainty, the OPA established an average 
ceiling price of $41 per hundred pounds. While this price was not as high as was 
hoped for and requested, it seems to have been satisfactory. The volume of 
tobacco sold has been greater than a year ago. At Live Oak, the largest of the 
Florida markets, the average price received was one cent under the average 
ceiling price of $41 per hundred. In the previous year, the average price was 
$32.05. 

Commercial and industrial activity in Florida continues at a high level. 
Debits to bank accounts in the principal cities continue at record amounts, and 
the percentage increase during the past year continues to exceed the increase 
reported in the banks of the Sixth Federal Reserve district as well as in the banks 
of the entire country. The indices of sales in department stores, in spite of the 
growing scarcity of civilian goods, report an even greater increase than that 
shown in bank debits. Construction contracts awarded during the first six 
months of 1943 amounted to $109,000,000, of which total 95 per cent was for 
public construction including installations for the various branches of the armed 
forces. While the amount of contracts awarded is substantially under the record 
figures of a year ago, the decrease is said to be but half as great in Florida as that 
reported in other southern states. Launchings of vessels are occurring more 
frequently as the new and expanded shipyards of the state are swinging into full 
operation. The War Manpower Commission reports that 15,500 new workers 
were employed in the Jacksonville, Tampa and Panama City shipyards during 
the first five months of the year. 

The authority of the OPA to enforce ceiling prices has been challenged by one 
of the State’s commissions, and a situation has been created which may produce 
interesting and significant decisions. On July 15 the OPA established ceiling 
prices for milk of 15 cents a quart wholesale and 17 and 18 cents a quart for 
retail-store sales and home deliveries. Dairymen protested that these prices 
were too low. On August 2 the State Milk Commission ordered wholesale prices 
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of 18 cents a quart and store and home prices of 20 cents a quart, effective im- 
mediately, in the Pensacola and Panama City areas. Dairymen in the two 
areas announced that they would observe the State Commission’s price order. 
Thereupon the OPA applied for injunctions in the federal district court in 
Orlando to restrain milk dealers in the two areas from selling milk at prices in 
excess of the OPA ceiling. The court will soon hold a hearing on the applications 
for injunctions. 


University of Florida Harwoop B. DoLBEaRrE. 


KENTUCKY 


Kentucky’s Unemployment Compensation Commission has been notified by 
the Federal Treasury that its funds, composed of $58,934,729 in United States 
bonds, earned $1,154,738 in interest for the fiscal year ended June 30, based on an 
average annual interest rate of 2.2 per cent. The Commission reports that for 
the six months period ended June 30 the interest amounted to $609,468 while 
benefit payments were $495,646. Total interest of $4,318,892 has been earned 
by the fund since its establishment in 1937. 

The Special Court of Appeals appointed to try the case arising from the 
proposed constitutional amendment to abolish the $5,000 salary limit on state 
employees has ruled that it is the duty of the Attorney General to word the 
amendment for presentation to the voters. The Attorney General had con- 
tended that the legislative act involved two questions making it impossible for the 
electorate to register an unequivocal “yes” or “no.” 

Revenue receipts of the state’s general fund for the fiscal year ended June 30 
totaled $32,692,006, a decrease of $888,942 from the record collection of 1941-42. 
Compared with the preceding year the decrease of $2,367,366 in alcohol taxes and 
licenses was largely offset by an increase of $524,198 in inheritance taxes and an 
increase of $782,284 in income and special corporation taxes. The road fund 
receipts for the first quarter of its fiscal year, which begins April 1, were $3,765- 
172 compared with $4,209,118 for the corresponding period last year. Gasoline 
tax receipts alone declined from $3,375,022 to $2,751,393. 

The Court of Appeals has held that the provision of the state school fund 
equalization act, which provides that the counties in order to share in the fund 
must levy the maximum tax rate, includes the poll tax of $2.00. For ordinary 
local governmental purposes the rate is limited to $1.50, but the limit is not 
applicable to extra iocal levies for school aid. 

On May 31 the State Railroad Commission refused to accept a proposed in- 
crease in intra-state rail passenger fares of approximately one-third. The 
increase sought would have raised one-way fares from 1.65 cents a mile to 2.2 
cents a mile and round-trip rates from 1.485 to 1.98 cents. Earlier in the month 
the Interstate Commerce Commission reaffirmed its reduction of ten cents a ton 
in the rate on coal from the West Kentucky field to Chicago. This action created 
a basic rate of $2.30, only 25 cents a ton more than the rate from Southern Illinois 
and Indiana fields. The differential had been 35 cents. 


University of Kentucky RopMAN SULLIVAN 
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LOUISIANA 


In view of the problems to be faced by government and private enterprise in 
the postwar period, Governor Sam H. Jones, by executive order of April 10, 1943, 
created the Economic Development Committee of Louisiana. This committee 
was charged by the order “‘with the duty of planning, co-ordinating, and directing 
efforts looking toward economic development and improvement, both public and 
private, in the state of Louisiana,” and was directed in its work to “emphasize 
postwar development, both public and private, to meet the unemployment 
emergency which will arise at the ciose of the present conflict.”” Named to the 
committee by the governor were 34 business and professional men of the state 
under the chairmanship of Mr. Edgar B. Stern of New Orleans. Members of 
the various state departments concerned with Louisiana’s economic development 
are ex-officio members of the committee. 

At the initial meeting of the committee, July 7, 1943, Governor Jones again 
stressed the immediate and the long-run aspects of the state’s economic problem. 
Louisiana is spending on purely war activities within its borders a greater 
amount per capita than any other state in the nation. It has been estimated 
that forty cents of every dollar in circulation in the state comes directly from war 
activities, and it is reasonable to conclude that Louisiana is one of those states 
that are going to suffer most when the war ends. On the other hand, the gover- 
nor pointed out that the state’s potentialities in the permanent development of 
its natural resources, agriculture, industry, and commerce are correspondingly 
great. 

It is expected that the work of the state committee will be closely integrated 
with the national Committee for Economic Development of the United States 
Chamber of Commerce, since it is represented on the regional committees set up 
in both the Dallas and Atlanta Federal Reserve Districts. 

For working purposes the state committee has been divided into thirteen sub- 
committees headed by an executive committee composed of the thirteen chairmen 
under the general state chairman. The sub-committees are: public works, hous- 
ing, land utilization (agriculture), chemicals, petroleum products, forest products, 
sea food and furs, manufacturing-marketing-shipbuilding, transportation and 
commerce, legislation, finance and fiscal, education and health, and unemploy- 
ment insurance and social security. An executive director and a technical 
adviser were likewise appointed, with headquarters in New Orleans. 

* * * * 


Regular air service across the Gulf of Mexico from New Orleans was inaugu- 
rated by the Pan-American Airways early in June. The preliminary surveys for 
the route were made in 1939, and the original application was filed January 3, 
1940, but the Civil Aeronautics Board did not grant the permit until March of 
this year. The new route extends 2,000 miles from New Orleans to the Republic 
of Panama, with intermediate stops at Merida, Mexico; Guatemala City, 
Guatemala; and Managua, Nicaragua. 

Connections at four points with seven existing air routes integrate the New 
Orleans service with all Latin America. At Merida there is a connection with 
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Pan-American’s Mexican subsidiary and its eastern division. At Guatemala 
City the New Orleans route links with the present Central American service 
between Brownsville, Mexico City, and the Canal Zone. In the Canal Zone 
connections are made with the entire air network of the Pan-American Airways, 
including the Pan-American Grace Airways to the southern hemisphere. 

The development of a large volume of air traffic between the Mississippi valley 
and Latin America through New Orleans is expected. Plans are now being 
laid for the active promotion of Latin American trade through New Orleans by an 
organization representing business interests throughout the Mississippi valley. 

* * * * * 

First estimates concerning the dislocations in Louisiana employment oc- 
casioned by the war have begun to appear. Figures recently compiled by the 
agricultural extension division of Louisiana State University indicate that 
136,621 agricultural workers have already left the farms in the state. Of these, 
27,324 have entered the armed forces and 109,297 have taken jobs in industry. 
Whether these workers will return to farms in Louisiana after the war depends 
upon their desires and the country’s need with respect to a large standing army 
and upon the stability of industrial employment. 

Although the Federal Bureau of Labor Statistics places the postwar industrial 
demobilization in Louisiana at 53,100, the state Department of Labor estimates 
unemployment in industry may reach 141,000. Of this total, 104,000 will be 
released from war industries within the state, 12,000 workers will be out of a job 
during the period of reconversion, and 25,000 will be displaced in service in- 
dustries. Whatever the exact number turns out to be, it is evident that Louisiana 
faces a problem of major proportions in dealing with postwar unemployment. 

* * * ok * 

Business activity in Louisiana during the second quarter of the year reached an 
all-time high, according to the state index prepared by the Bureau of Business 
Research of Louisiana State University. The sharp rise in March continued in 
April, leveling off in May and June. The latter tendency appeared in depart- 
ment store sales and payrolls; freight carloadings, however, continued to rise from 
April through June, while bank debits declined. Compared with the second 
quarter of 1942, the level of business activity was up more than 25%, doubling the 
best advance registered by any comparable national indicator. 

For the first six months of 1943 gains in twenty-five state business series ranged 
from 10 to 50%, with the majority between 25 and 30%. Only seven of the 
series showed losses for the first half of 1948. The wartime curtailment of con- 
struction was directly responsible for the 72% drop in the value of building 
permits. Material scarcities, on the other hand, contributed to the 24% slump 
in wholesale hardware sales. Other declines were nominal. The largest gains 
generally were recorded in the field of retail and wholesale trade. The 27% rise 
in bank debits and the 37% jump in bank deposits during the first six months of 
1943 were also significant. 

* * * * * 

The upward revisions in the estimates of state revenues during the last six 

months of the past fiscal year were fully justified by the year’s totals. Louisiana 
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tax collections reported by the state Department of Revenue for 1942-43 were 
$74,771,025, or 7% greater than the $69,800,181 collected in 1941-42. At the 
same time federal internal revenue collections in the state totaled $160,727,222, 
compared with $107,715,342 during the preceding fiscal year, a gain of al- 
most 50%. 

The gasoline tax continued to be the largest source of revenue for the state, 
despite its decline from $20,982,623 to $17,312,192 as a result of rationing during 
the last seven months of the fiscal year 1942-43. Furthermore, this total was 
$1,312,192 above the revised estimated yield. 

Severance taxes contributed $13,840,982 to the total state revenues, falling 3% 
behind 1941-42 and slightly under revised estimates. The decrease in crude 
petroleum production has been the major factor in the decline. 

State income tax collections, which it had been predicted would fall to $6,800- 
000 for the year with the deduction of heavier federal income taxes, were actually 
$9,039,026, or $1,383,372 more than in 1941-42. The $6,040,146 collected 
through the state’s War Emergency Sales Tax which went into effect in Sep- 
tember, 1942, lifted total state revenues well over the corresponding figures for the 
preceding fiscal year. 


Louisiana State University Rospert W. FRENCH 


MISSISSIPPI 


According to the figures of the University of Mississippi Bureau of Business 
Research, trade activity in this State reached a new all-time high in June of this 
year. The June index figure was 169, which exceeds by one point the previous 
high mark of 168 established last February. The indexes of trade activity for 
Mississippi and the nation as a whole show that this State has been on a higher 
level than the nation ever since the summer of 1937. The gap between the two 
index numbers has been gradually widening since October of 1940, and in June 
the figures were separated by thirty-eight points. 


* * * * * 


Since Mississippi has a comparatively small population, and ranks low in per 
capita wealth, it could not be expected to be one of the leading radio states of the 
nation. The State does have twelve stations, most of which have been in exist- 
ence for some time and have proved to be profit-making institutions. All but 
three of the transmitters are of 250 watts. Two units have a power of one 
thousand watts and one a power of five thousand watts. The extreme northern 
and northwestern parts of the state are the only areas not well covered by 
stations within the state. In most other areas two and frequently three of the 
Mississippi stations may be heard. 

Since 1940 the radio-station owners have been very active in improving their 
services. Nearly all of the units have rebuilt studios and offices, and have in- 
stalled new and more efficient broadcasting equipment. Many have installed 
leased wires in order to offer a news service with world-wide coverage. Many of 
the owners had on file with the Federal Communications Commission applications 
for increase in power, change of frequency, and new stations when the “freeze”’ 
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order was issued which cancelled all applications that would involve critical war 
materials. 

For many years there were but two stations within the State boasting network 
affiliations. At the present time there are nine, and still another expects to be- 
come a network member this fall. All four of the major networks are represented, 
so most of the radio listeners of Mississippi no longer need depend on out-of- 
state stations for the better programs. 

One of the more important factors in the recent advance of the broadcasting 
industry in the State has been the Mississippi Broadcasters’ Association, which 
has tended to bring the station owners together and promote co-operation between 
them. One of the outstanding accomplishments of this organization to date is 
the establishment of the Mississippi Radio Network. All of the stations of the 
State and several outside stations have been linked by telephone lines, and each of 
the units is equipped to feed a program to any one or all of the others. 


University of Mississippi Francis 8. Scorr 
NORTH CAROLINA 


General business activity in North Carolina during the second quarter of 1943 
was slightly better than during the first quarter of the year. While there is a 
strong tendency to level off, most of the indices showed a small increase. Most 
indices were well above the same period of 1942. Bank debits in the 9 largest 
cities fell off in May but improved in June, and were well above the same period 
figures for 1942. Wholesale trade volume declined in May but recovered in 
June. A serious condition is beginning to appear in wholesale inventories which 
will eventually be reflected in sales volume unless relieved. Specific data for 
North Carolina are not available but in the Fifth Federal Reserve District whole- 
sale stocks in the 11 most important lines were 27 percent lower on June 30, 
1943 than on the same date of 1942. However, there was about a 2 percent rise 
for the period under study. Department-store sales continued to rise but at a 
slower rate. Here again stocks showed a steady and increasing rate of decline 
even though they were still above pre-war levels. Other indications for de- 
partment stores were increasing orders outstanding, decreasing accounts re- 
ceivable, and increasing collections. Retail furniture sales were 32 percent higher 
in June 1943 than in June of 1942, and were 7 percent higher for the first six 
months of 1943 as compared to 1942. Construction contract awards for the 
first 5 months were 41 percent higher than for the same period of 1942. Actual 
construction through April was 97 percent greater than in the same period of last 
year. All other states in the Fifth Federal Reserve District had large declines 
in construction. 

* * * * * 

Of the four major manufacturing activities in North Carolina, ship-building 
and furniture-manufacturing facilities are being used in war production and there 
are no available statistics. Indications are, however, that both are in full 
production. Of the other two, tobacco manufacturing continues to increase 
slowly toward maximum capacity. Cotton textile production, which is also 
largely war production, declined in May as indicated by cotton-consumed 
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indices but rebounded sharply in June; for the first six months of 1943 was 
slightly lower than for the like period of 1942. This is largely explained by 
changes in specifications, a high rate of labor turnover, and untrained and less 
productive personnel. Other manufacturing activities, especially lumber, have 
fared according to their ability to get sub-contracts or otherwise participate in 
war production. 

* * * * * 

The labor situation in North Carolina has not improved perceptibly during the 
: second quarter of this year. There are still shortages which are affecting produc- 
tion and agriculture and trade adversely. Attempts to relieve the situation have 
taken several important turns. It has led to the “North Carolina Emergency 
War Powers Proclamation Number I”’ which allows girls 16-18 years of age to 
work until 10 P.M., and under certain conditions until midnight. It also relaxes 
the hour provisions for men and women under special conditions. Another se- 
rious tendency is the relaxing of policies governing the issue of permits to allow 
children to work in manufacturing and non-manufacturing activities, and the 
number of such permits has materially increased. Part of the labor picture, 
however, is bright. Employment in manufacturing and non-manufacturing has 
increased materially during the quarter. The number of hours worked increased 
slightly and when combined with a small increase in average hourly rates and 
overtime pay caused a sizable increase in average weekly earnings. Minimum 
rates of 40 cents per hour have been ordered for the workers in manufacturing 
seamless hosiery, handkerchiefs, and men’s and women’s neckwear. A 40 cent 
minimum wage has been recommended in the chemical, petroleum and coal 
products, and allied manufacturing industries and in the stove, clay, glass and 
allied industries. Another important trend in labor conditions is the increasing 
number of women in industry. By the end of May of this year women consti- 
tuted 43.1 percent of total manufacturing labor. The number varied from 36.9 
percent in the mountain area and 35.1 percent in the coastal area to 45 percent in 
the piedmont area. 

* * + * * 

The agricultural picture is spotty. It is estimated that the flue-cured tobacco 
crop will fall off about 5 percent this season even though the acreage planted was 
7 percent above last years. The fertilizer policy of the government has cleared up 
somewhat and although it may be a little late to be effective for this year’s crops, 
farmers may now buy any grade produced and available to them. Prospects for 
the truck crops are only fair. Early predictions of the Department of Agricul- 
ture are: Lima-beans, a slight increase—Carrots, a slight increase—Cucumbers, a 
sharp decrease—Beets, a normal crop—Cabbage, a small increase—Cantaloupes, 
a slight increase—Irish Potatoes, a small increase—Tomatoes, a good crop— 
Watermelons, a good crop—and Snap beans, a small increase. Inits program to 
increase the use of sheep as a supplementary activity the Markets Division of the 
State Department of Agriculture has purchased 1000 head of sheep from Western 
States and offers them for sale at cost to farmers here. A recent study shows that 
land values in North Carolina have increased 161 per cent during the last 30 
years. This is the largest increase for any state in the country. The first auto- 
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matic dehydration plant in North Carolina is located at Chadbourn. It is ex- 
pected to begin official operation in September after going through a period of 
experimentation. It is expected to employ about 150 women, to run about 120 
days out of the year, and to be used largely for dehydrating sweet potatoes. 
Eventually other products will be added to the process. 

A special committee from the Department of Agricultural Economics of North 
Carolina State College has just completed a study of the utilization of the 
agricultural resources of the state for the purpose of making recommendations to 
assist in the most economic use of these resources. The immediate objective is to 
increase production to a maximum during the war emergency. The ultimate 
objective is to help farmers to adopt the best balance in agricultural activity with 
the facilities available as a continuous program. 

The report stresses the need of placing more emphasis upon the production of 
hay crops, peanuts, soybeans, small grains, pork, poultry products, and milk. 
It also recommends an increase in acreage of Irish and sweet potatoes and other 
vegetable crops and the building up of sheep herds where practicable. It 
recommends that no material increase in acreage of cotton and tobacco be made 
but that effort be applied to increasing productivity. 

The major obstacles at present are a shortage of skilled labor, fertilizer of the 
right content and other materials, and farm machinery and equipment. The 
report also indicates that the objectives cannot be accomplished without sound 
policies being adopted relating to prices, markets, and market facilities. 

* * * * * 

Another record year has passed in the fiscal history of North Carolina. Col- 
lections from taxes and other sources exceeded all expectations and final figures for 
the fiscal year will probably show a surplus even larger than the 19 million dollars 
of 1942. The fiscal year ended on June 30, 1948. Comparative revenues are 
as follows: 

















1943 1942 Incr./Decr. % 
Revenue 
Division....... 70,514 989.14 $57 ,370,634.54 (+) $13,144,354.60 | (+) 22.91 
Gasoline 
Division....... 22,593 311.92 31,393 ,056 .93 (—)  8,799,745.01 | (—) 28.03 
Total..........} $93,108,301 .06 $88 ,763 691.47 (+) $4,344,609.59 | (+) 4.89 
Dept. Motor 
Vehicles....... 10,333,615 .61 10,363,781 .58 (-—) 30,165.97 | (—) .29 
Total—All 
Sources......| $103,441,916.67 | $99,127,473.05 (+) $4,314,443.62 | (+) 4.35 














Collections during the quarter under study were: Revenue Division, $11,708,329.64; 
Gasoline Division, $5,605,820.05; Motor Vehicles Division, $853,154.72; giving a total of 
$18,167 304.41. 


North Carolina State College T. W. Woop 
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TENNESSEE 


Industrial activity in Tennessee continues to increase both through the location 
of new industries and the expansion of existing facilities to meet the increased 
demands of a war economy. The most recent announcement is that of the 
selection of Memphis as the location for an aluminum plant which it is estimated 
will cost approximately $18,000,000. A report for June shows that in terms of 
money more construction contracts, many of which are of an industrial character, 
were awarded in Tennessee than in any other Southern state. Out of a total of 
$159,804,000 awarded in sixteen Southern states and the District of Columbia, 
$27,730,000 was placed in Tennessee. 

The accelerated war activity in factories and on farms has greatly increased the 
income of residents of the state. It has been estimated by the United States 
Department of Commerce that Tennesseans received incomes of some $1,194- 
400,000 in 1941 and $1,454,800,000 in 1942 as compared with total income pay- 
ments in Tennessee in 1939 of some $851,900,000. This increased industrial 
activity is reflected in the lower total unemployment compensation payments 
within the state. Though there are 452,000 workers in Tennessee covered by 
unemployment compensation, the state has paid out only $167,240 in unem- 
ployment compensation funds to 4,000 persons weekly during the first five months 
of 1943. Payments for the same period of last year amounted to $534,691. 
While the total payments have dropped, the average weekly payment has 
increased from $8.72 to $10.69. This, it is suggested, reflects the upward trend of 
industrial wages. 

Tennessee closed its fiscal year ending June 30 with an all-time record ac- 
cumulated surplus of $39,004,572, composed of a general fund surplus of $5,490- 
291; a highway fund surplus of $6,583,312; and a sinking-fund surplus of $21- 
930,969. From the sinking-fund surplus approximately $11,000,000 was paid in 
July in principal and interest on obligations leaving some $12,000,000 in this fund 
which it is stated is ample to meet all obligations falling due in the current year. 
Governor Cooper, looking forward to the need for a postwar rehabilitation 
program, has indicated that this excellent fiscal record will in no way cause a re- 
laxation of his administration in holding down the costs of government. 

State revenues for the fiscal year ending June 30 were $51,060,860 as compared 
with $52,687,331 for the previous year, or a reduction of $1,626,471. A great 
part of this reduction in revenue is accounted for in the reduced receipts from 
gasoline taxes. : 

Payments in lieu of taxes made by the Tennessee Valley Authority for the 
fiscal year ending June 30 amounted to $1,960,472, an increase of $101,000 over 
the payments of the previous year. Of the total payments made in lieu of taxes 
by the Authority, the state of Tennessee received some $502,000 while seventy- 
eight counties within the state received $827,046 bringing the total paid to 
Tennessee to $1,329,046. 

The Tennessee Supreme Court, by a vote of 3 to 2 declared invalid a 1943 
legislative act repealing the poll tax. The majority opinion of the Court held 
that the repeal measure is violative of the command of the Constitution and that 
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all male citizens of this state over the age of 21 years, except such persons as may 
be exempted by law on account of age or other infirmity shall be liable to a poll 
tax of not less than 50 cents, not more than $1.00 per annum. To abolish the 
poll tax in Tennessee it now appears the Constitution, adopted in 1870, would 
have to be amended. 

Considerable interest in postwar industrial planning in Tennessee can be 
found in the many organizations devoted to this purpose. Basic to this interest is 
the industrial research now in progress in the School of Business Administration 
of the University of Tennessee; the research program of the Tennessee State 
Planning Commission; and the work of the Tennessee Valley Authority. 


University of Tennessee T. L. Howarp 

















PERSONNEL NOTES 


The annual conference of the association has been called off this year by the 
executive committee because of the war situation. 


The nominating committee for next year’s officers is composed of Messrs. 
J. B. Woosley, H. L. Macon, and J. B. Trant. Members of the association 
are urged to write if they have ideas or suggestions. Ballots will be mailed 
in October. 


Frank D. Barlow of Louisiana State University has accepted a position with 
the Department of Agricultural Economics, N. C. State College, effective August 
15. His immediate duties will be confined to a study of post-war planning for 
agriculture. 


T.S. Berry, instructor in economics at Duke University, is on leave with the 
Office of Price Administration at Atlanta. 


M. L. Black, Jr., associate professor of economics at Duke University, who 
has been on leave serving with OPA will resume his teaching duties at Duke 
University in September. 


Jay Blum, professor of economics, on leave from Kenyon College, is teaching 
this year at Duke University. 


George W. Dandelake has resigned as assistant professor of accounting at the 
University of Florida and is now junior partner of the firm of Smith and aac 
lake, Certified Public Accountants, in Jacksonville. 


Elwood O. Dille, professor of marketing in the School of Business Adminis- 
tration of the University of Tennessee has been granted a leave of absence to 
accept a position as principal economist, Service Programs Division, Wholesale 
and Retail Policy Section, Office of Civilian Requirements, War Production 
Board. 


W. J. Eiteman, assistant professor of economics at Duke University, who has 
been on leave serving as price executive in Alaska, has returned to assume his 
teaching duties at Duke University. 


Earl J. Hamilton, professor of economics at Duke University, who has been 
giving a graduate seminar at Colegio de Mexico and engaged in research in Mex- 
ican archives during June and July, has returned to Duke University to resume 
his teaching duties with the Senior Army Finance School. 


O. E. Heskin has been granted a leave of absence as associate professor of 
economics and marketing at the University of Florida, and is serving as survey 
and analysis officer in the Jacksonville office of the Office of Price Administration. 


Ralph C. Hon, who has been on leave of absence from Southwestern University 
teaching at Duke University is now with the Securities and Exchange Com- 
mission. 


198 








194 PERSONNEL NOTES 






Miss Sara Landau, formerly »n the staff of the Alabama College for Women, 
has been appointed assistant professor of economics at the Woman’s College of 
the University of North Carolina. 


C. E. Landon, assistant professor of economics at Duke University, who has 
been on leave serving with the Board of Investigation and Research, has resumed 
his teaching duties at Duke University. 


Walter J. Matherly, dean of the College of Business Administration of the 
University of Florida, has been appointed acting dean of the General College of 
the University, replacing W. W. Little who has been granted a leave of absence. 


Dr. G. E. Pearcy, assistant professor of Economic Geography, has resigned 
from the faculty of the School of Commerce and Business Administration of the 
University of Alabama. 


B. U. Ratchford, associate professor of economics at Duke University, who 
has been on leave serving with OPA, has resumed teaching at Duke University 
with the Senior Army Finance School. 


Miss Frances Allene Smith has joined the faculty of the School of Commerce 
and Business Administration of the University of Alabama as acting statistician 
of the Bureau of Business Research, and as instructor of statistics. 


J. J. Spengler, professor of economics at Duke University, who has been on 
leave with OPA, has resumed his duties at Duke University with the Senior 
Army Finance School. 


Frank W. Tuttle, assistant professor of economics at the University of Florida, 
has been granted a leave of absence to accept a position as assistant economist in 
the Atlanta office of the National War Labor Board. 


Weldon Welfling, assistant professor of economics at Duke University, who 
has been on leave with OPA, is resuming his teaching duties at Duke University 
in September. 


H. D. Wolf, University of North Carolina, is on leave of absence, serving on the 
Review War Labor Board, Washington, D. C. 


Dr. Erich W. Zimmerman, Distinguished Professor of Resources in The 
University of Texas, has been appointed part-time economic consultant of the 
Department of State, Office of the Geographer. 
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